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MUTUAL SECURITY ACT OF 1959 


FRIDAY, MAY 15, 1959 


U.S. SEnaTE, 
CoMMITTEE ON Foreign RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:10 a.m., in 
executive session, in the committee room, U.S. Capitol Building, 
Senator J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright (presiding), Green, Mansfield, 
Lausche, and Carlson. 

Also present: John L. Holcombe, Director, Office of Programing 
and Control, Office of Assistant Secretary of Defense for International 
Security Affairs, Department of Defense; and Philander P. Claxton, 
Jr., Deputy Assistant Secretary of State for Congressional Relations, 
Department of State. 

The Carman. The committee will come to order. 

We have the privilege of hearing from Mr. Charles H. Shuff, Deputy 
Assistant Secretary of Defense, International Security Affairs, 
Department of Defense, and with him for the multilateral programs, 
Mr. Robert S. McCollum, deputy administrator for refugee programs 
and coordinator, special immigration program. 

Will he be with you this afternoon ? 

Mr. Criaxton. Mr. Chairman, these multilateral programs wit- 
nesses will be after you have finished with Mr. Shuff. 

The Cuamman. I did not think that Mr. Shuff had anything left 
to add to what he had tosay. He has been our principal witness nearly 
every day. 

Mr. Shuff, we welcome your testimony. What do you have to offer 
this morning? 

Mr. Suvurr. I have a prepared statement, Mr. Chairman. 

The CHartrman. All right. 


STATEMENT OF CHARLES H. SHUFF, DEPUTY ASSISTANT SECRE- 
TARY FOR MILITARY ASSISTANCE PROGRAMS, OFFICE OF AS- 
SISTANT SECRETARY FOR INTERNATIONAL SECURITY AFFAIRS, 
DEPARTMENT OF DEFENSE 


THREE POINTS IN SUPPORT OF PROGRAM 


Mr. Suurr. Mr. Chairman and members of the committee, my 
purpose in appearing before you today is neither to recapitulate the 
testimony of previous witnesses nor to restate the rationale of military 
assistance, but rather to make three points which I believe to be key 
ones in considering the fiscal year 1960 military assistance program. 
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1. This program has been instrumental in maintaining the peace 
and is a far-flung and significant contribution to our own national 
security, as well as a vehicle for the defense of the national territory 
of over 40 of our friends and allies around the world. 

2. We have and are continuing to induce more mutuality and conse- 
quent self-help into this program which will make the resultant 
product: more cohesive and less expensive to the American taxpayer. 

3. While there has been a good deal of criticism of the administra- 
tion of the program—some of which is justified—that, to me, seems 
to be no reason to impair its implementation so as to make impossible 
of accomplishment a goal which has appeared legitimate and desirable 
for the past 10 years—and in the face of an increasingly pernicious 
threat—appears to the Department of Defense equally legitimate and 
necessary today. 


MILITARY ASSISTANCE AN INSTRUMENT OF OUR FOREIGN POLICY 


First, then, I want to stress my own firm conviction that the mili- 
tary assistance program has been an outstandingly successful and 
effective instrument of U.S. foreign policy. It has made a vital con- 
tribution to the national security and general welfare of the United 
States. I believe, moreover, that its continuation in full force and 
effect is absolutely essential to adequate total defense and the main- 
tenance of free world peace, and that it is equally indispensable to the 
attainment of the comprehensive objectives of the mutual sec urity 
program. 

I am, therefore, much concerned lest the future contribution of 
military assistance be limited or impi aired by curtailment of authority 
and appropriation to carry it out. This concern stems from questions 
raised as to possible overemphasis on the military aspects of mutual 
security and suggestions to the effect that, of the total funds available 
for overseas aid, a greater portion should be allocated to economic 
development programs. Above all, we should not conclude that be- 
cause money spent for military purposes is essentially nonproductive 
in peacetime, we can therefore safely reduce or eliminate milit: ary 
programs in order to increase funds available for economic 
development. 


RECIPIENTS PREFERRING MILITARY TO ECONOMIC AID 


I have heard the leaders of at least two countries say that they 
will have adequate arms, at the expense of economic development if 
need be. I am sure that it has occurred to you gentlemen that if 
economic aid is stressed to the point where military assistance is 
emasculated or dropped out, we force our friends and allies in the 
free world to go elsewhere for their arms—and, gentlemen, they will 
go elsewhere. This is not opinion; this is fact. And, when they do 
that, they often get an unorganized, unrelated line, unsupportable 
mixture of military hardware—that would not be of much assistance 
to our strategic objectives. 

Furthermore, we could not support such a line if called to their aid; 
and, perhaps of paramount importance, such action by our allies 
would substantially magnify their need for additional economic assist- 
ance—for they would spend their national wherewithal on military 
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items, leaving larger gaps in their economic programs. These are sov- 
erelgn nations which, despite our best advice, ¢ can, do, and may well 
again resort to actions which, to us, do not seem to be in their best 
interests, and sometimes are not in ours. 


INTERDEPENDENCE OF ECONOMIC AND MILITARY AID 


Arms and troops are, at best, insurance—expensive insurance, to be 
sure, particularly when starting from scratch. The greater the risk, 
the more insurance is needed, and the higher is the cost of the premium. 
The magnitude and nature of the thre at we face i is, therefore, the de- 
termining factor with respect to the amount of military strength we 
need to deter aggression. 

Providing for free world military strength commensurate with and 
responsive to the magnitude and diversity of the Sino-Soviet threat 
is especially difficult because we are not the potential aggressors. It is 
they who initiate, and theirs is the advantage of choice of time, place, 
and means. At this very moment, no one outside the Kremlin has 
certain knowledge that Berlin is the main issue and not a diversionary 
crisis engineered to distract free world’s attention from Iraq. Similar 
uncertainty prevails with respect to the situation in Tibet, and only 
the Communist leaders themselves can answer the question as to 
whether the basic motive is the removal of the influence of the Dalai 
Jama or a moving in on the borders of India and Pakistan. It is 
imponderables just such as these which complicate and augment the 
requirements of common defense all around the free world. 

The simple fact of the matter is that a state of peace—a climate of 
security—is prerequisite to political stability and economic progress. 
The military strength essential to maintain that climate is the first 
requirement which must be met in any program designed to improve 
conditions in the underdeveloped countries of the free world. There 
is no alternative to undergirding the collective security and common 
defense of the non-Communist alliance at the same time that we seek 
to promote the economic well-being and growth of those member 
nations. It is not a question of which form of assistance they most 
urgently require because, in the vast majority of cases, neither can 
fully serve its purpose apart from the other. 

It is this very interdependence of military and economic aid in 
joint service to free world peace and progress which, in my opinion, 
precludes a choice between the two and makes it unsafe and unrealistic 
to contemplate an increase in the one at the expense of the other. The 
military assistance program for fiscal year 1960 was developed on an 
austere basis as the minimum required for our own national security. 
Economic aid furnished at the expense of significant reduction in this 
already minimum military program might well fail in its intended 
purpose. This danger would follow as a natural consequence of the 
reduced security and confidence of the countries affected. 

Although we have stressed the military requirements, as determined 
by the Joint Chiefs of Staff, it does not necessarily follow that the 
benefits to the peoples of the country itself, to the common defense of 
the region, and to the security of the United States and its other free 
world partners, are purely military in character. 
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BYPRODUCTS OF MILITARY AID 


Although I certainly would not want to rest the case for military 
assistance in the less developed countries primarily on its nonmilitary 
contribution, I do believe it is pertinent to mention just a few of 
its significant b products. Chief among these, of course, is the morale- 
lifting effect of American support and participation on the govern- 
ments and the peoples of the countries to which we provide military 
assistance. The tangible evidence of our cooperation in the form of 
equipment and training not only strengthens an insecure country’s 
self-confidence and will to resist by increasing its defensive capabilities, 
but it also has many indirect effects which reach far and deep into 
every area of national life. These beneficial side effects are, unfor- 
tunately, neither generally known nor universally accepted as an 
ancillary contribution of the military assistance program in those 
countries where its strictly military value has been subject to some 
question. 

For this reason, I would like to bring to your special attention a 
very recent and revealing report, a report which I believe you gentle- 
men have at your places. 


REPORT ON SEVEN SOUTHEAST ASIAN COUNTRIES 


This report, which I would like to enter in the record, deals with 
the seven southeast Asian countries and presents illustrated examples 
of some of the civic and humanitarian activities in which the armed 
forces of these nations, supported by U.S. training and other related 
assistance, have engaged. 

I hope you will read it and note for yourselves the variety and 
validity of the activities described. You will see that they include 
basic education, jungle clearing, settlement projects, medical and 
welfare aid, home and school building, gardening, bridge and road 
construction, sanitation and other s similar public works. “All of these 
have a direct and beneficial impact on the lives of the peoples of 
these countries and bring home to them in a very obvious and personal 
manner the fact that the United States is actively and practically 
concerned with their welfare as humans, as well as their freedom, 
education and security. 

In addition, technical skills learned, discipline and administrative 
know-how absorbed in the military service expands in depth an 
acutely necessary asset to civilian economic development. In large 
measure conscriptees return to civil life to find their place where they 
can best earn and contribute to the development of these newly 
emerging countries 


DERIVATIVE BENEFIT OF MILITARY AID 


The importance of this derivative benefit of the military assistance 
ereren lies in its significant contribution to strengthening the entire 
abric of national life in underdeveloped countries. So st rengthened, 
such countries become more confident of their own ability to maintain 
security and make steady progress toward their ultimate goal of 
becoming solid, self-supporting members of the community ‘of free 
world nations. Their growing solidarity in turn enhances their 
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contribution to the common defense and collective security. Thus, 
byproducts which are essentially civil in nature also have real military 
ma and are quite properly related and attributable to the military 
assistance program. ‘These beneficial activities furnish excellent 
experience to guide us in our evaluation of the potential contribution 
of military forces in the newer and less developed countries. On the 
one hand we must avoid unnecessary mirror-imaging of our own 
defense establishments and burdensome military forces and, on the 
other, it is necessary to prevent serious Communist inroads if we 
default entirely. These problems are under active consideration in the 
Department of Defense. 


THE CLASSIFIED STATEMENT 


Mr. Chairman, at this point I would like to insert in this statement 
a short classified statement. This other statement from which I have 
been reading is entirely unclassified. I made it that way so that the 
committee could use it as it wished, but with your permission I would 
like to insert a classified portion at this point. 

The Cuarrman. All right. 

Senator Green. Mr. Chairman, not in criticism but for my own 
information, I don’t understand what you mean by classified in this 
connection. 

Mr. Suurr. Senator, I have prepared the statement from which I 
have been reading so that it will be unclassified so that the committee 
might do with it what it wished. I have a short classified statement. 
It is classified on a security basis because it deals with something that 
I think might be better kept close to us here, and then I will proceed, 
after finishing that, after reading this, proceed with reading the rest 
of this unclassified statement. I felt it might be more convenient 
that way from the committee’s point of view. 

The Cuairman. You do not want the classified taken down at all? 

Mr. Suourr. Yes, sir, it can be taken down. 

Senator Green. I don’t get the distinction yet, but go on. 

The Cuarrman. Maybe it will appear from his reading. 


NEWLY EMERGING COUNTRIES MUST FEEL SECURE 


Mr. Suurr. In the newly emerging countries, all ambitious mili- 
tary establishments and wasteful arms competition must be avoided. 
The meager resources of these new members of the world community 
should be channeled into the most productive and beneficial use so 
as to help them maintain economic and social stability. 

Nevertheless, the emerging countries will most certainly feel they 
face certain minimum military requirements. They will, in all like- 
lihood, look upon these as one of the accepted essentials of sovereignty 
for an organized means of insuring the security of their state. 

Some of these forces could be what I call pioneer forces, lightly 
equipped, and capable of both civic and military operations. But 
even apart from the question of actual need for some military estab- 
lishment which in some cases might be debatable, there will be an 
added factor, that is, the factor of Communist penetration if we 
should default. We have already been made painfully aware of this 
danger, and its potential harm to the free world. 
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[Deleted.] The Communists have berated the West as militarists, 
but that has not hindered them from simultaneously introducing their 
own military hardware as a preparatory step to help them influence 
the recipients’ political affairs. They have shown a willingness to 
do the same in other countries. [ Deleted. | 


MILITARY ASSISTANCE TO NEWLY EMERGING COUNTRIES 


Considerable thought has been given to the role which military 
assistance might properly play in some of the countries which are 
now emerging, and others which will shortly attain their independence, 
We have discussed these views informally among ourselves and with 
the Draper Committee. These views deal with the possible nature 
and scope of military assistance [deleted] during the next several 
years. They note the need to avoid unnecessary forces on the one 
hand, and on the other hand, we must not stand by and permit the 
Communists to step into a vacuum. 

The kind of forces we think of would be more likely to be in keeping 
with the military threat in these areas; they would be lightly equipped 
for appropriate military activity, but they would not be sufficiently 
elaborate to breed national rivalry and friction. 

Such forces would be long on military training and discipline. They 
would be given essential training and education which would be 
economically beneficial to the new country. They could be used for 
many constructive peacetime purposes such as roadbuilding, drainage, 
well-digging, basic first aid, sanitation, vehicle maintenance, language 
training, elementary agricultural methods, use of uncomplicated mod- 
ern tools, and many of the other community activities already dis- 
cussed in reference to the general underdeveloped countries. 

These remarks represent our thinking. Of course, it will be appre- 
ciated that for various reasons it would be premature to develop defi- 
nite proposals at this time for meeting military requirements of 
specific new countries. [ Deleted. | 

However, these remarks may be useful in indicating the considera- 
tion we are giving to these questions and the present character of the 
problem as we see it. 

Senator Green. May [ask a question at that point? 

The CuatrmMan. Yes, Senator Green. 


MILITARY VERSUS CIVILIAN AUTHORITY 


Senator Green. It seems to me you are turning over to the military, 
in an extreme case, anyway, all the civilian authority, too, are you not! 
Mr. Suurr. Senator Green, no, sir, it is not our idea to turn over 
all of the civilian authority 

Senator Green. Most of it. 

Mr. Suvrr. These men that are trained in these underdeveloped 
countries can do some of these civilian projects and still train to be 
military. For instance, the building of a road for a village. 

Senator Green. You can always claim that you are not turning it 
over to the military according to the plan you give. The claim does 
not mean anything. 

Mr. Suurr. These are military people, Senator Green. Their basic 
job is to do a defense job. But as an ancillary byproduct, they also 
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could do things which are good for the military and also good for 
the civilians. They do this in connection with the local village author- 
ities, and under direction of the guidance of the heads of their govern- 
ments. This isn’t something that they do on their own. 

Senator Green. I realize it is hard to draw a distinction between 
thetwo. Youcan’tdoit. But aren’t you suggesting that there ought 
to be substantial change, and that in large part what is now regarded 
as civilian authority is to be exercised by the military ? 

Mr. Suurr. No, sir. If I left that impression, I didn’t mean to. 

Senator Green. Thank you. 


JUSTIFICATION OF MILITARY ADMINISTRATION 


The CHatrman. Well, Mr. Shuiff, you did leave that impression, 
and I am not at all sure but what it is all right for you to doit. The 
complaints about the inefficiency of civilian administration might 
justify the military taking over some of these activities. You have 
a discipline, you reward your people, you pay your people much 
better than the civilian agencies, and it may be a good idea. 

T hadn’t thought about it quite that way, but I am not sure but that 
you might be better off to admit that you can do it better than the 
ICA. 

Mr. Suurr. No, sir, I don’t suggest that for one moment. 

The Cuatrman. Why don’t you suggest it? Don’t you think the 
military is a very efficient operating agency, generally speaking? 

Mr. Suvrr. I think the things they do that can be applicable here, 
that they are quite an efficient operation. 

On the other hand, I don’t think that all of the military could be 
turned over in a country [deleted] to do nothing but civilian projects. 

The Cuatrman. I wasn’t suggesting that. Your own memorandum 
was suggesting what they can do. It made a very appealing case to 
me. The thought was running through my mind that maybe the de- 
fense against those who attack this program is to say that the military 
in whom everybody has great confidence will administer these pro- 
grams. [ Deleted. | 

Mr. Suurr. I would think this, Mr. Chairman: I would think that 
these people can do some of this. They are doing some of this; they 
should continue to do some of this. But I would also think this, that 
their purpose, their main purpose in being in existence at all is for 
security reasons. We must not forget which is the dog and which is 
the tail, and not have the tail wagging the dog. [ Deleted. | 

I just want it to be known that what I am suggesting here is the 
byproduct and not the basic raison d’etre; the purpose of having the 
force in the first place is the security purpose. Over and above that 
there are some things that can be achieved by ancillary action. 


BASIC ASPECT OF PROGRAM IS SECURITY 


The Cuatrman. I don’t see that you should stress that motive too 
much. This whole program in one sense is a security program. It 
is the security of the free world. The threat has various aspects; it 
is partly direct military, it is partly subversion. Many people, some 
of the wisest I know, think that you have achieved virtually a stale- 
mate in the nuclear field, and that the real contest is in this other 
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field, the very field that you have described in that classified state- 
ment, and this is security. I don’t see that you can make this dis- 
tinction. [ Deleted. | 

Senator Cartson. I am a firm believer in this military assistance, 
having seen some of the operations and having visited with some of 
these people in the foreign countries. This statement of a morale 
lifting effect that they have by this military assistance in these coun- 
tries, I think, is an excellent one. That is why I am basing my 
support on it. I believe they are going to do these things as sidelines. 
I don’t think maybe they should be the No. 1 agency, but they should 
do more on it. 

Mr. Suurr. May I follow this up, Mr. Chairman? 

The CrarrMan. Yes. 


MILITARY FORCES USED FOR CIVILIAN PROJECTS 


Mr. Suvurr. Actually we have, Senator Carlson, in Ecuador a pro- 
gram that is underway. 

I also wanted to make quite clear what I said is our thinking. This 
is not a coordinated position at this point, and we are just in the act 
of this thinking through the pioneer troop kind of thing. 

But also about to start is a program which is similar to what we 
used to call an information and education program, during the war, 
and the object of this program is to teach the people [deleted] the 
emoluments and the responsibilities of being a democracy, and both 
the military and some selected civilians are going to do this. 

I would also like to state that three of the battalions that Senator 
Church was talking about the other day, one in Peru, one in Colombia, 
and one in Ecuador, all Engineer troops, have, as a matter of record 
all been used for civilian projects of one sort or another. 

I can think of one specific one in Peru where a washout took ¢ 
whole mountainside right out, and they spent a matter of months 
replacing this road. So that there are instances of this where they 
are being used for this purpose. 

But I again want to stipulate, I don’t want to hold up the Depart- 
ment of Defense’s hand to do something which we are not capable 
of doing. 

I do want to hold up our hand, and the indigenous people’s hands 
to the extent that we can influence them, because we don’t order them 
to do anything; that where applicable they can make a contribution 
in this area. But running a steamroller or a blade is no excuse for not 
learning how to shoot a rifle. I want to make that quite clear, too, 
because that is from our point of view, their first purpose, and these 
are ancillary purposes. 

The Cuarrman. If you had adopted this principle that you state 
here in Pakistan, and instead of shipping in so much hardware had 
built some dams on the Indus River and solved that problem, we would 
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all be more sympathetic with your Pakistan problem. Your emphasis 
there was on tanks and artillery. 
Mr. Suurr. I don’t think Pakistan falls in the kind of a box I am 
talking about here. 
The Carman. W ell, it is certainly underdeveloped and certainly 
needs something done about its economy. 


DISCUSSION OF AN UNDERDEVELOPED COUNTRY 


Mr. Suurr. Well, “underdeveloped” is a relative term, and I would 
think that outside of Europe and the United States, if we wanted to, 
we could call them all underdeveloped. 

The Cuarrman. I don’t know. Israel is not underdeveloped 

Mr. Suurr. The other night, 1 heard Mr. Eban say they had an 
awful lot more to do. 

The Cuatrman. It has more per capita income than some of our 
Southern States. 

Mr. Suurr. It has a larger per capita income than a lot of the 
European people. 





MILITARY FORCES USED FOR CIVILIAN PROJECTS 


The Cuarrman. Well, I think you minimize your statement there. 
I thought it was an interesting statement. 

Mr. Suvurr. I don’t mean to minimize it. 

The Cuairman. I don’t think you ought to back off and apologize 
for it. 

Mr. Suurr. I am not, sir. Please don’t misunderstand me. I am 
not apologizing for it. I want to keep it in the context that I meant 
it. Idon’t want the tail to wag the dog. 

The Carman. I have just been reminded by one of the staff that 
the military, especially the Army and Marine Engineers, in the early 
days of the occupation of Cuba, Haiti, Santo Domingo and the Philip- 
pines, carried out substantial sanitation and education projects some- 
what along the lines you described. Is that not correct ? 

Mr. Suurr. That is correct, sir. 

The CuarrMan. I am sorry you ever got away from that principle. 

Mr. Suurr. I have always made a comparison in my own mind, and 
while I am not a student of history in this particular era, I would like 
to some day dig into the opening of the early West, the western part 
of the United States. I think the Cav alry troops stationed around, of 
course, had the No. 1 objective of preventing Indian massacres and 
the like, but they also ran schools and forts of great fame in history. 
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MUTUALITY AND SELF-HELP | 


My second major point is that we are constantly striving to induce 
into the military assistance program more mutuality and self-help. 

We are all unh: ippily aware of the charges that this is a “giveaway 
program. and that it is money down the rathole,” but I believe most 
of us are agreed that these broadside attacks are the result of i ignorance 
and misunderstanding of the basic principles upon which the entire 
military assistance undertaking is founded and developed. Part of 
the misunderstanding may w ell stem from the fact that the mutuality 
is not necessarily a matter of quid pro quo or an even exchange in 
kind. Rather, each of our partner nations contributes what it is best 
able to contribute to the strengthening of the collective security. Such 
contributions may take one or more of several forms—men, money, 
real estate, sites for bases, or participation in a variety of joint 
projects. 

COST-SHARING PROGRAMS 


Among the latter are four special cost-sharing programs which con- 
tinue to demonstrate both the fact and the fruit of mutual effort to- 
ward a common objective: Mutual weapons development, weapons 
production, infrastructure, and the funding of international military 
headquarters. The cost of these p: articular | programs is shared by the 
participants on a preagreed basis, and the U 5. portion of the total 
for all four in fiscal year 1960 is $138 million. These programs make 
a unique contribution to strengthening NATO's mobilization base and 
insuring maximum effective operation of integrated military forces 
which are so vitally important to the closely interrelated security of 
free Europe and of the United States itself. 


SPARE PARTS SUPPLY MANAGEMENT 


In addition to these continuing and increasingly important cost- 
sharing programs of long standing, we and our NATO allies have put 
forth a great deal of effort and study during the past several years to 
develop cooperative arrangements for group action where this is more 
effective and economical than individual action. In two areas in par- 
ticular, these efforts are beginning to bear fruit. 

One of these is in the field of spare parts supply management. The 
small size of individual procurement orders in many NATO countries, 
their lack of previous experience in procurement, continued dependence 
on U.S. sources of supply for many items, and lack of any regional 
stock control and procurement organization have made it difficult for 
NATO nations individually to assume financial and management 
responsibility for their own spare parts supply. To overcome these 
problems there has been created at U.S. initiative a NATO mainte- 
nance supply services agency with the mission of exercising regional 
management of spare parts supply in Europe. This agency will carry 
out centrally those functions which are particularly difficult or more 
costly for countries to perform individually. U.S. assistance to this 
—_ effort has thus far been centered primarily in the provision of 

technical and management “know-how.” The provision of U.S 
credit assistance in the amount of $25 million for this agency is 


planned in fiscal year 1960. 
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COORDINATED PRODUCTION OF WEAPONS 


Another major joint effort has been the development of a program 
for the coordinated production of weapons of advanced design. 
Through this program the productive resources of allied nations can 
be more effectively utilized and U.S. assistance concentrated pri- 
marily in those areas where it is most critically needed—namely, tech- 
nical assistance, sample weapons, and production “know-how.” _Par- 
ticipating nations assume the major share of financial responsibility 
for procurement to meet their own requirements and the subsequent 
support of these weapons. A coordinated production program for 
the Hawk missile system, with procurement of several hundreds of 
millions of dollars financed by our NATO allies, is expected to begin 
in fiscal year 1960. Consideration is also being given to coordinated 
European production of antisubmarine devices and several other 
weapons. 

Through programs such as these, and the willingness to extend 
credit or accept selected local currency payments, we are exerting 
every effort to use the military assistance program as a catalyst or 
stimulus for self-help and the improvement of country capabilities to 
meet their own requirements. 

To tell you that we have 1,001 problems concerned with the ac- 
complishment of these plans would hardly be productive; however, 
that brings me to my final point. 


JUSTIFIED CRITICISMS OF PROGRAM 


This concerns criticisms which have been lodged against both the 
operation of the military assistance program and its effectiveness in 
certain instances where our objectives have not been attained. In 
this connection, I think it is pertinent to recall the oft-repeated com- 
ment “that when a few cops prove unsatisfactory, one does not dis- 
band the police force.” There is no blinking the fact that there have 
been mistakes and shortfalls in our operations, failures to solve our 
own problems quickly and satisfactorily, but these deficiencies nei- 
ther invalidate the basic principle of military assistance nor detract 
from the total contribution and accomplishments of the program dur- 
ing the decade of its existence. 

Moreover—not in excuse but in explanation—I would submit that 
any unprecedented undertaking of such magnitude, complexity and 
high purpose, and particularly one which involves over 40 sovereign 
nations and humans of all stripe, background, nationality and ex- 
perience, is inevitably prone to human error. It is unrealistic to 
expect flawless development of any pioneer venture, and the best one 
can hope for is a minimum of mistakes during its evolution and 
maximum speed and effectiveness in eliminating the bugs and cor- 
recting the errors as they are discovered. This has been our objec- 
tive all along the line, and it is one to which I have devoted my own 
most concentrated attention and effort ever since I assumed responsi- 
bility for the management of the military assistance program over 2 
years ago. 

Perhaps, if I may be allowed a personal reference, my own pre- 
vious business experience predisposed me to emphasize efficiency of 
management; but, in any case, my initial hopes for quick results soon 
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gave place to a more sober realization that many of the problems we 
faced were inherent in the very nature of the operation and that their 
solution would require far more patience and time-consuming, pains- 
taking effort than was immediately apparent. 


SOME OF THE PROBLEMS FACING THE PROGRAM 


For example, quite apart from the language barrier which affects 
almost all of our dealings with foreign governments and their mili- 
tary establishments, there are even more basic differences of tradi- 
tion—moral and ethical standards, levels of technical skill and edu- 
cation, executive and administrative “know-how,” methods of opera- 
tion and national customs. 

All of these factors must be taken into consideration and dealt 
with, generally on a case-by-case country-by-country basis; never in 
broad generalization. That is one reason why my staff and I have 
devoted so much of our time to field observation trips throughout the 
countries and regions where the military assistance program is most 
active and of greatest magnitude. The purpose of these visits has, 
of course, been to uncover deficiencies and to initiate corrective action. 
Equally careful attention is given to all reports of error and ineffi- 
ciency which have emanated from other sources such as the General 
Accounting Office and congressional investigating committees. Each 
such report has been given my own personal attention; and, in every 
case of valid complaint, we have used all means at our command to 
eliminate the cause of the trouble and to improve the efficiency of 
our operations. 


ASSISTANCE PROGRAM MUST BE EVALUATED IN TERMS OF THE WHOLE 


In conclusion, I should like to point out that one cannot properly 
evaluate the military assistance program in terms of a few specific 
countries at any particular point in time. Rather, one must look at 
the entire free world over the past decade of the cold war. The con- 
trast between the weakness and divisiveness at the beginning and the 
strength and unity of today are, in my judgment, good and sufficient 
justification for the $22 billion we have invested in the program to 
date. 

I believe that the record of support for mutual security by the 
American people, the Congress, and the executive branch, refutes those 
critics who say that a democratic society cannot put aside the 
demands of expediency and act in its enlightened long-range interest. 

I hope that we will continue to take the long-range view and go 
forward with this minimum program of $1.6 billion, thus preserving 
our multimillion dollar investment in mutual security. 

The CHarrman. Does that complete your statement, Mr. Shuff ? 

Mr. Suurr. Yes, Mr. Chairman. 
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The Cuatrman. Well, that is a very thorough statement. I didn’t 
realize you had that much left in your system after all these days. 

Mr. Suurr. Sir, I have more, but I will spare you. [Laughter. | 

The Cuarrman. Senator Green, do you have any further questions? 

Senator GREEN. No questions. 

The CuarrMan. Senator Carlson? 


OPPOSITION TO BILL THIS YEAR 


Senator Cartson. I don’t have any questions, but I do think Mr. 
Shuff should add to the record anything he can that would be helpful 
when the debate gets up to the floor, such as information on these indi- 
vidual items like this tracking station down in Brazil. All of it that 
can be declassified should be. There is going to be some talk about it. 

We got a good statement, I think, yesterday from Mr. Barrows— 
I believe it was Mr. Barrows—but I think there is something that we 
ought to have an explanation of, and fully, and it ought to be made 
for the record, at least. 

Mr. Suurr. Well, sir, on this portion of the statement which was 
classified, if the committee will allow me, I will attempt to sanitize it 
a little bit so that it can be declassified for whatever use the com- 
mittee would care to put it to. 

The Cuatrman. Let me ask you a little further: The prospect. of 
this bill this year concerns me very much indeed. I don’t believe that 
in any previous year there has developed what appears to be concerted 
opposition to it. The complaints about it being wasteful, and so on, 
are much more determined, I think, than usual. 


TRANSFERRING MILITARY ASSISTANCE TO DEFENSE BUDGET 


I raised the other day this matter, because I thought that maybe the 
Department hadn’t given it full consideration or reviewed it rec ently. 
I realize that some time ago—2 years ago—they did agree to separating 
the military out and putting it in the military budget , and leaving 
only the nonmilit: ary in the bill we would have here in this committee. 

I don’t want to pester you about it, but if you still beileve that maybe 
you could Se or cooperate in the preparation of a proper 
amendment, do it. I don’t know what the attitude of the committee 
will be. I person: lly will support the whole program. 

Senator Lauscne. What are the objections? 

The CHarrMan. You mean the reasons for it ? 

Senator Lauscup. Yes. 

The Cuarrman. Well, I don’t understand them, really. 

Mr. Suurr. Well, augmenting my remarks of the other day, Mr. 
Chairm: in, we did go on record 2 Y years ago as being willing to have it 
in the defense budget . We didn’t go for it last year, and we didn’t 
go for it this year on the same basis—bec ause of the storm that it 
kicked up 2 years ago. 
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I think that my opinion.on it should not be taken unilaterally. I 
think the State Department has some very worthwhile comments that 
they would like to put into this. 


TRANSFERRING DEFENSE SUPPORT JO MILITARY BUDGET 


As far as accepting the defense support, as well as the military as- 
sistance, the Department of Defense is neither equipped nor willing 
to take it as part of the division. You may recall Mr. Dillon’s testi- 
mony earlier in these hearings when he said that the defense support 

was ‘purely economic, and that if the kind of forces that are now in 
being in some of these countries were indeed substantially reduced or 
removed, this would not substantially reduce the economic need for 
about as much money as is in defense support. 

So that trying to staff up to handle Silene support and trying to do 
this concept where ICA is already equipped and doing and carrying 
forward the economic concept, we don’t think it appr opriate that we 
should have that portion of it. 

The CuHamman. Well, ICA will, as a part of their program, under- 

take many of the activ ities that you mentioned in your memorandum, 
if I am not mistaken—sanitation, school building, well digging, and all 
that—and for the life of me I don’t see why you are not equipped to 
do these things. You are proposing in your own memorandum to 
do that. 

Mr. Suurr. Not defense support, sir; no, sir. 

The CHatrman. We are playing with terms now. Actually, the 
activities that you mention that you would do as a sideline to a mili- 
tary program certainly add to the economic strength and viability of 
a country. I mean, they are essential and basic before you can begin 
to make headway in increasing the productivity, agricultural produc- 
tivity, in many of those underdeveloped countries. You have got to 
do the ver y things you mentioned. 

Mr. Suvrr. No question about it. 

The CuatrMan. You say it is not defense support. Why isn’t it 
defense support? It is economic assistance. It is not giving them 
bread, but giving them the means of getting bread, to m: ake their own 
bread. It is still basically economic. 


TRANSFERENCE OF MILITARY PART TO DEFENSE BUDGET 


All we are really arguing about is who is going to do it—is the 
military going to do it or is the civilian agency? I am only sug- 
gesting and exploring it. 

Mr. Suurr. We are doing exactly that, Mr. Chairman. I think I 
mentioned the other day that the administration was considering this 
at this very moment—tr ying to find a way to work this out; trying to 
find a way to work out the proposition of proposing a tr ansfer to the 
defense budget, the military portion of this. 

I don’t think, as far as what I have suggested here and as far as the 
discussion of defense support is cone erned—I don’t think we are apart; 
I think we are quite together. 
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There are some very definite administrative involvements. The 
Department of Defense is designed to be in the defense business. If 
we can do something ancillary to defense, we want to do it, but we are 
not in the economic business, and we must not get in the economic 
business, as such. 

We have an agency already staffed, already prepared to do this, but 
I don’t think—you think the difficulties are administrative in nature 
and not difficulties in concept. I think we are completely together. 


ATTITUDES TOWARD STATE AND DEFENSE DEPARTMENTS 


The Cuamman. Well, I will stop with one last statement. 

There are members of this committee and the Senate—with very 
good reason—who think it all should be put under the State Depart- 
ment. In an ideal world, I think I would agree with that. But 
I recognize that the military is criticized very “little in Congress in 
contrast to the State Department. 

Mr. Suurr. Mr. Chairman, may I go off the record ? 

The CHatrmMan. Certainly you can go off the record. 

(Discussion off the record. ) 

Mr. Suurr. Mr. Chairman, since we are talking in this vein, I 
would like to tell you what I think the greatest requirement for this 
program is. And it is as the result of working a little more than 
2 years in it for the second time. 


SELLING THE PROGRAM TO THE AMERICAN PEOPLE 


I am a businessman, I am not a Government person, and in another 
couple of months I will be back in business and out of Government. 

But one of the things that I took on as a personal challenge when I 

came down here in 1957 was to try to make the true information of 

this program available to the American people. In the course of 
wandering around the United States and making about 59 speeches 
on this subject, I found that the American people are very happy 
to know some of the other side of the story. 

It is very flamboyant to hear how in Laos there was found a quan- 
tity of radio antennas. You probably saw the story in the press the 
other day, and how uniforms are too big to fit the Laotians, who are 
little people, and that the ammunition is deteriorating in a hand- 
basket because it is not properly taken care of. 

When you refute those stories—this is a principle of advertising 
and public relations—when you refute a bad story you never get 
credit; you never get credit; the impact is already made. 

The CuatrMan. That is right. 

Mr. Suurr. But going around and talking to the American people— 
not in the popular places, not in the places where international rela- 
tions is a known thing. When you get around into the innards of the 
United States, where the people don’t hear very much about it on their 
radios and don’t read very much about it in their papers—it is there 
where people will react favorably if they get the whole story. 

Now, I think the biggest trouble with this program is that it has 
never been put over to the American people. It has never been put 
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over to the American people, and while I have gone around and talked 
and talked, and while I know Mr. Dillon has gone around and talked, 
and I know for a fact that Mr. McElroy has gone around and talked, 
you are just scratching the surface, and I consider this our fault. 
I am not suggesting that it is anybody else’s fault. 

But with the restrictions on this program about spending money 
for the so-called propagandizing the effort, which is, I believe, the 
language of the Dworshak amendment, I think we are doing ourselves 
a terrific disfavor. I think that we ought to sell this program to 
the American people and tell them that this is part of our defense, 
and that we couldn’t begin to have soldiers out in Laos and in Taiwan, 
and in the border of Pakistan, and various other places, we couldn’t 
afford it, either in manpower or in money. The only way I can see 
it can be done is by a campaign of mass media. Debate the subject 
on television, get a pro and con, and get a national hookup and debate 
it. Let the American public hear both sides of it. 

Until that is done, this program will have more and more trouble in 
Congress and may, if the situation is right, get itself badly mangled 
to the detriment of the United States. 

The Cuarrman. Mr. Shuff, I appreciate that statement. I agree 
with you, but I think the conclusion to be drawn from it is that you 
haven’t succeeded in spite of your efforts, Mr. McElroy’s efforts, and 
Mr. Dillon’s efforts. That leads me to believe that the job isn’t going 
to be done. 

Mr Suvrr. You might very well, Mr. Chairman, say that if you 
agree or you think that it is important, underline its importance and 
persuade perhaps—maybe you would want to consider the fact that 
we use some of the money. I am not promoting this idea, but maybe 
you would want to consider using some of the money in this program 
for such a purpose. 

The Cuarrman. I don’t think you would have any success in repeal- 
ing that provision. I doubt it could be done. 

What I am trying to seek here is that we have had this program 
a long time. Most of the things you have said have been proved. 
There is no doubt about it. 

I would say that if you could enlighten the people on every aspect 
of it, as you have stated, they probably would have that judgment. 

Nobody has succeeded in doing it, and I see no prospect of its 
being done. The President of the United States, I must say, has said 
two or three times this year it was important. I have seen no real 
reaction among the people or in the press taking that to heart. 

I am only suggesting that this is all true what you are saying, 
but nobody is going to do that job, and therefore, since it is not 
going to be done, and in order to avoid emasculation of the program, 
you had better consider what might be feasible to do within the 
existing circumstances. 


PROBLEMS OF INFORMING THE ENTIRE POPULATION 


To inform 175 million people on anything of this caliber I think 
would take a big program for maybe 5 years, with unlimited funds, 
to get a lot of people interested in it who are not now interested in it. 
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One reason why the public officials are not interested is that it is not 

rofitable, or politically beneficial to them at this stage of the game. 

Mr. Suurr. I understand that. But I would say this, Mr. Chairman, 
this is the implementing arm of our foreign policy. 

The Cuarrman. That is right. 

Mr. Suurr. That does concern this committee, to see that that 
implementing arm is not emasculated. 

The Cuatrman. I don’t deny the concern I have for it. What 
I am seeking is the means to keep the program from being emascu- 
lated, that is all. 

Mr. Suurr. I can speak very, very personally, and very emotionally 
about this, because I have been intimately concerned with it. We 
never are going to do it on a person by person basis, there are not 
enough people to do it and there is not enough time to do it. 

The CHarrMan. I agree with you. 

Mr. Suurr. But I don’t think it removes it, though, from the con- 
cern of everybody who has the concern in the overall concept. We 
have done it the way we could do it, and it has been proven that that 
is not enough. Now it seems to me that we all have got to get 
together and put our thinking caps on and figure out a way. 

The CoarrMan. I agree with that. 

Mr. Suurr. The fact we have an amendment that says you can’t 
spend the money and, I am thinking of myself now as a citizen and 
not as a military assistance type, that wouldn’t satisfy me if I wanted 
to get the job done, and I was in a position to do it. I would just 
have to figure out a way to do it, to get this story by some method 
of mass media to the people of the United States. 


MR. SHUFF’S PLAN TO LEAVE THE GOVERNMENT 


The Cuairman. What business were you in before you came to the 
Department ? 

Mr. Suurr. I was a peddler, sir. 

The Cuatrman. A peddler? 

Mr. Suurr. I was formerly sales manager of Eastern Air Lines, 
and I was also assistant to the President of Westinghouse Inter- 
national. 

The CuarmMan. You say, you are leaving the Government ? 

Mr. Suurr. Yes, sir. 

The Cnarirman. I don’t think that is a very good thing for you to 
do. I wish you would stick around. 

Mr. Suurr. My ulcers are gyrating at too high a revolution. 

The Cuarrman. You have only been in 2 years. I have been around 
15 years. I don’t see why you shouldn’t stay a little longer. 

Senator Cartson. It is 24 years ago since I came here, my friend, 
so talk about ulcers. 

The Cuamman. I think you are a sissy to have ulcers in 2 years. 

Mr. Suurr. Sir, [ had them before I came. They have just been 
reawakened. { Laughter. | 
_ The Cuatrman. I don’t like you fellows coming in just getting 
interested in it and then leaving. I think we ought to reconsider that. 

Mr. Suurr. This is my second time in the Government. I was in 
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the Air Force portion of this program in 1952 and 1953, and I really 
enjoyed the challenge that this last 2 years have given me. 
The Cuarrman. Senator Mansfield, do you have any questions ? 


DECLASSIFICATION OF FIGURES IN PROGRAM 


Senator Mansrievp. Mr. Shuff, are you doing anything toward 
declassifying some of this material ¢ 

Mr. Suurr. Yes, Senator Mansfield, we are doing what we can to 
proceed in the direction of declassifying the materi: al. 

After this committee’s discussion with Mr. Dillon the other day, 
we had a meeting, as I think he mentioned, and the Department of 
Defense is perfectly willing to declassify dollar figures of past pro- 
grams which, I understand from the transcript, is what Senator Church 
thought might appear to be the best first step in approaching this 
problem. 

He accepted Mr. Dillon’s argument on the declassification of cur- 
rent year figures in that those figures are illustrated and may change 
during the course of the hearings, and certainly will change before 
they are fully implemented. 

Senator Mansrrevp. Mr. Shuff, are you aware of the fact that these 
figures which are classified here are printed in the public print of such 
countries as Turkey and others ¢ 

Mr. Suourr. I understand sometimes figures are printed in the public 
print, Senator Mansfield. However, I also know that a lot of other 
classified material appears occasionally in public print, but on the 
basis of supposition lots of times, and that is no reason to validate 
them or declassify them on the basis of the fact that they are in the 
public print. 

Senator Mansrietp. We will have more to say about that later, not 
here today. 


DEPARTMENT OF DEFENSE WILLING TO TAKE ON ADDITIONAL JURISDICTION 


Do I understand you correctly to say that insofar as you are aware, 
the Department of Defense is not adverse to having the military p: art 
of this program transferred to its jurisdiction with, [ assume, policy 
guidance from the Department of State? 

Mr. Suurr. That is correct, sir. 

Senator Mansrievp. If such an amendment were offered, I suppose 
then we could be assured that the Department would very likely 
back it? 

Mr. Suorr. Yes, sir. 

Senator Mansrrevp. In Laos, are the French in charge of the mili- 
tary training program there / 

Mr. Suurr. Yes, sir. 

( Discussion off the record. ) 

Senator Mansriexp. Is it your opinion that there is no end in sight 
for the U.S. foreign aid program ? 

Mr. Suorr. I don’t see it in sight, Senator Mansfield. 
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ITEMS INCLUDED IN DEFENSE SUPPORT 


Senator Mansrievp. In the field of defense support, what items are 
included? Well, let me ask it this way : 

Are there such things as shoes for the military included, blankets 
for the military included ? 

Mr. Suorr. It is not done one way across the board, Senator Mans- 
field. 

Several years ago the kind of support that you are talking about, 
soft goods ‘support, was accomplished by the Foreign Operations Ac 1 
ministration through what was called direct forces support, as dis- 
tinguished from defense support, under former oe tion 124 of the Act. 
It involved shoes and socks and we: ring apparel and POL, and that 
kind of thing intended for the military. 

As a result of realining the administration of the program about 3 
years ago, the function of furnishing the soft goods which go directly 
to the military and not through the economic channels of the countr y 

was transferred to the Department of Defense. 

Now, this isa very small portion of the soft goods support. Defense 
support, as such, administered by ICA is more of an economic pro- 
gram, is more of a commodity program, is more of a strictly economic 
self-help program. So that ‘they can support the military on the one 
hand, and so that they can do other things of an economic nature, on 
the other hand. 

GRANT BASIS OF DEFENSE SUPPORT 


Senator Mansrrerp. Tell me this: Is the military aid and defense 
support program, as administered by your organization, either 
directly or indirectly, on a grant basis ? 

Mr. Suvurr. The defense support is all on a grant basis. The mili- 
tary assistance, the hardware, services and training programs, are on 
both a grant and a sales basis. 

Senator Mansrtetp. In southeast Asia, in the three formerly asso- 
ciated states of Indochina, is any of your hard equipment, your mili- 
tary aid, on asales basis? Just generally, because I am leading up to 
another question. 

Mr. Suvrr. No, sir; it is not. 

Senator Mansrreitp. Or Laos? 

Mr. Suurr. Mr. Holcombe tells me if there are any sales at all—— 

Mr. Hotcompr. Nothing. 

Senator Mansrre.p. In any of these three countries ? 

Mr. Suurr. Nothing in any of them. 

Senator Mansrieip. Well, the question I am leading up to is this: 
Do you turn over your equipment at the legal rate of 35-to-1, which 
is the legal rate in all three countries so far as their local currency 1s 
cone erned, or do you get something in the way of a dollar’s v alue of 
return based on the free market or the Hong Kong rate? We will 
look into that later. 

Mr. Suorr. This is a defense support question. 

Senator Mansrrerp. That is assistance, that is a grant, on a grant 
basis. 

Mr. Suurr. Yes. I wouldn’t be able to answer that question, that 
would be an ICA question, Senator. 
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FOCUSING THE PROGRAM IN ONLY TWO DEPARTMENTS 


Senator Mansrretp. Mr. Shuff, I want to say you are a very com- 
petent and capable witness, but I certainly hope that we can put a 
termination date on this program, and I certainly hope that we can 
bring about a transfer of the military part of it to the Defense De- 

yartment and the rest to the State Department, and at the same time 
Eachiabe the ICA. Itis nothing new on my part. I have been inclined 
to that view for years. We had been able to abolish the MSA and 
bring about a change of that nature temporarily, but the FOA came 
in under Presidential reorganization. We abolished the FOA and the 
President came in with this semiautonomous organization. But we 
don’t get very far, but as Senator Long says, ] Mr. Chairman, we keep 
trying. 

Maybe some day we will hit this happy medium of putting this 
program where it belongs with the two agencies of Government and 
then we will have a termination date. 

That is all, Mr. Chairman. 

The Cuarrman. The Senator from Ohio. 


PROGRAM FOR ISRAEL IN 1960 


Senator Lauscue. Directing your attention to Israel, are you fa- 
miliar with what we are contemplating for Israel in 1960? 

Mr. Suurr. Yes, I am, sir. 

Senator Lauscue. I note our total aid in this program in 1958 was 
$8 million, consisting of $1.5 million of technical cooperation, and 
$7.5 million of special assistance. 

Mr. Suurr. Sir, Senator Lausche, those are ICA administered pro- 
grams. Our program in 1960 is zero. 

Senator Lauscue. Zero? 

Mr. Suurr. At this moment. 

Senator Lauscue. Yes. 

Mr. Suurr. We had a [deleted] sales credit program for Israel in 
1959. But those other programs are not my responsibility, sir, so I 
don’t believe I could answer questions on it. 

Senator Lauscue. Then you want to attend only to the military 
phase of it ? 

Mr. Suurr. That is my only responsibility on that, yes, sir. 

Senator Lauscur. My query on that is, you have studied the Israeli 
needs. 

Mr. Suurr. Theeconomic part of it? 

Senator Lauscue. No, the military. 

Mr. Suourr. I can’t honestly say I am a student of Israeli military, 
no, sir. I know that they have a force, and I know 

Senator Lauscue. Well, are you satisfied with the conclusion 
reached, that there should be no military assistance for fiscal year 
1960? 

Mr. Suurr. This is something that does not generate with me, 
Senator Lausche. A mutual security program being what it is, we have 
to wait until the request is generated, we don’t go out and offer. Since 
this would first be a matter of State Department negotiations, I 
wouldn’t come into it until the second step. The first step would be 
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State Department negotiation. We help in this program people in 
relation to their need of help. 

Senator Lauscue. Well, now, that is what I am trying to find out. 
There is provided for in the entire rogram for Israel in fiscal year 
1960, $1.6 million by way of technics i ctkaien ata. 

Mr. Suvrr. Yes, sir. 

Senator Lauscue. There is nothing given for military aid. 

Mr. Suurr. Right, sir. 

Senator Lauscur. Now, then, on which of these subjects are you 
in a position to speak, on the military aspect of it ? 

Mr. Suurr. I am only capable of speaking on the military aspect. 

Senator Lauscue. Based upon your knowledge of it, are you satis- 
fied that the judgment, rencheas is sound ? 

Mr. SHvurr. Well, sir, I would have to wait until the end of 1960 to 
really factually answer that question, because it may be that Israel 
and the Department of State may negotiate a military assistance 
grant agreement during the course of that fiscal year. 1 don’t know 
whether this will happen. 

Senator Lauscue. Off the record. 

( Discussion off the record.) 

As of this time, without any new developments, the recommenda- 
tion made under this program for help to Israel is sound ? 

Mr. Suurr. Yes, sir. 


PUBLICATION OF AID GIVEN BY SOVIETS 


Senator Lauscne. On this further. 

In getting information about what the Soviet is doing, or its bloc, 
in which fields are you able to, from official publications, learn what 
they are doing. That is, the military aid to the various nations, the 
economic aid’ Is there any field whieh; through meee publications 
of the Soviet, you are able to learn what they are doing 

Mr. Suurr. I am not aware of all of the sources - intelligence 
that the intelligence gathering agencies use to ascertain what the 
Soviets are doing. 

I can say this, Senator, that last December, we saw in a Soviet Air 
Force publication a communications problem described and a fighter 
strike as a result of that communications problem. These bore a 

marked resemblance to what we thought happened with the shooting 
down of a U.S. Air Force C-130 aircraft last September over Albania. 

Senator Lauscue. All right. I think I am familiar with that. 
What I am trying to learn is if we declassify the military aid, and we 
are already officially publishing the economic aid, how “does our po- 
sition then compare with what the Soviet is doing officially in the 
publication of figures ? 

Is anybody able to answer that? 

Mr. Suurr. I am sorry; I don’t know. 

Senator Lauscusz. I have asked a number of the witnesses who have 
appeared here, are you able to tell what the Soviet is doing with 
these nations, and the answer has been “no”, except in some limited 

ray. 

Mr. Craxton. Sir, I think the answer is probably yes, we are, to 
avery large degree; no, we cannot be certain 100 percent. 
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We are quite sure to a very large degree what the Soviet and the 
Chinese are doing, both economically and militarily in most of these 
underdeveloped areas. Following your discussion of the subject the 
other day, I said I would provide to you and for the record, if you 
would wish, a summary of this prepared by the Department of State. 

Senator Lauscue. All right. 

Mr. Craxton. Now this does leave a small margin, however, of 
possibly secret activities which may not have come to our attention. 

Senator Lauscue. Are you able to tell how the information con- 
tained in the document which you just mentioned was obtained ? 

Mr. Cuiaxton. I would prefer to go off the record. 

Senator Lauscue. Is that through the Intelligence Service, or is 
it through the official publications of the Soviet ? 

Mr. Criaxton. If I could go off the record to answer? 

Senator Lauscue. Yes. 

( Discussion off the record. ) 


FULL DISCLOSURE OF ASSISTANCE FIGURES TO PUBLIC 


Senator Lauscne. Mr. Shuff, what is your own feeling about full 
disclosure of all of these figures and countries to which we are giving 
help, to the public? 

Mr. Suvurr. Well, sir, as I have said before, we in the Department 
of Defense would be willing to declassify all dollar figures with certain 
exceptions. 

I can see how it can create real problems to State. We have offered 
this proposal to State, and as Mr. Dillon said the other day, all of 
the Assistant Secretaries of State for the different regions said they 
just didn’t feel they could live with this. This would make for them 
a very difficult situation. 

I think a decision needs to be made as to whether the difficulties it 
makes for them is more important to our foreign policy than it is to 
make these figures available to the American public. One other 
thing that needs to be put in here again, is the fact that these figures 
are available to every Congressman in the United States. ‘These 
books are available. 

Now, as a practical matter, I don’t see they will ever be universally 
used because of the difficulty of getting the time and getting at them. 
But there is no desire on either the State Department or Defense 
Department’s part to keep this information away from Congress. 
This information is available. 


SUGGESTION THAT SOVIETS PUBLISH AN AID PRESENTATION BOOK 


Senator Lauscue. What would be your reaction from the stand- 
oint of serving your country, serving the United States, if the Soviet 
Sasaunnetl made public a document of this type? Would it be of 
aid to you in meeting your task in the service of this country ¢ 
Mr. Suurr. It would certainly validate and make, if we could 
believe, assuming 
Senator Lauscue. Iam assuming they told the truth. 
Mr. Suurr. Yes, assuming that they tell the truth, I think we 
would have a pretty valid set of figures on which to base the decision 
as to how we wanted to counter their approach to foreign aid. 
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Senator Lauscue. Well, if you wanted the most effective way of 
iving you a full picture of the general problem, you would invite 
the publication of a book of this type—— 

Mr. Suurr. No, sir. 

Senator Lauscue. In the Soviet? 

Mr. Suurr. No, sir; I would never invite the publication of a book 
of that type. I would only go so far as to declassify dollar figures, 
with certain exceptions. 

Senator Lauscue. You do not understand my question. 

Mr. SuHurr. Iam sorry, sir. 

Senator Lauscne. Serving the United States in the position which 
you now do and trying to fulfill your task to the people of this coun- 
try from a military standpoint, you would invite and gladly have the 
Soviet Government issue a book of this type covering its activities ? 

Mr. Suurr. I surely would; yes, sir. 

Senator Lauscue. And you would think it would be a great service 
to our people in this country if it did so 4 

Mr. Suurr. I think it would be very helpful. 

Senator Lauscur. Now, then, the converse of it, I suppose, is that 
the Soviet would welcome and urge the issuance of books of this type. 

Mr. Suurr. I wouldn’t doubt that. 

Senator Lauscue. That is all I have to say. 

The Cuarrman. Thank you very much, Mr. Shuff. 

It is getting late. We will put the other statements of the gentlemen, 
Mr. McCollum, Mr. Vance, and Mr. Crockett in the record, without 
objection. 

Mr. Ciaxtron. Mr. Chairman, could I just ask the record to show 
that these gentlemen are here available for questioning, should the 
questioning be wished ? 

The Cuarrman. There may be some questioning now, and there is 
no point in running now. We will put those in the record and they 
will be available for other members. 

Mr. Ciaxton. Yes, sir. 

(The prepared statements above referred to, as well as a memo- 
randum attached to Mr. Shuff’s statement, are as follows:) 


MEMORANDUM 


By: Col. Edward G. Lansdale (Anderson-Southeast Asia Subcommittee of the 

Draper Committee). 

Subject : Civic Activities of the Military, Southeast Asia. 
MarcH 13, 1959. 

Note.—In operations against Communist guerrillas and other dissidents in the 
past few years, some of the armed forces in southeast Asia evolved an operational 
doctrine of assisting the civilian population, to bring about a “brotherhood” 
between the soldiers and the civilians. The initial reason was elementary: to win 
over the people to help the Army in finding and fighting an enemy who hid among 
the population. The armed forces of the Philippines, under Magsaysay’s leader- 
ship as Secretary of National Defense, developed this doctrine to a high degree in 
defeating the Communist Huks. Observers from Malaya, Vietnam, Laos, and 
Burma visited the Philippines to study this doctrine in the field, and took home 
with them many operational ideas which have since been further adopted and 
developed to fit local needs. 

The President’s Committee To Study U.S. Military Assistance Programs (the 
Draper Committee), is interested in the concept of training and using military 
personnel in economic development projects as a contribution to the stability of a 
nation. Thus, to assist in a study of this subject, brief interviews were held with 
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military personnel in each of the countries visited by the Anderson subcommittee 
in January-February 1959. Admittedly, time was limited, so that the information 
collected is far from being definitive. The following are the findings on the 
subject, noted in the order of the trip’s itinerary: the Philippines, Vietnam, 
Thailand, Laos, Cambodia, Burma, and Indonesia. 


A. The Philippines 

1. The initial engagement of the Philippine Army in civic activities was in 1950, 
as an integral part of the campaign against the Communist Huks who were 
recruiting most of their support in central Luzon, principally from tenant farmers 
who were being exploited by landlords and bankers in a near-feudal system of 
economic peonage. The main propaganda theme of the Communists was “land 
for the landless’. As a result, the first civil actions of the army were primarily 
agrarian ones. 

2. These activities were organized in a staff section directly under the civilian 
Secretary of National Defense, with liaison with the general staff, and with an 
organization as part of the TO&H’s of military area headquarters and battalion 
combat teams (that is, the field organization of the army). Originally, this 
organization was named “Psychological warfare,” but was soon renamed “Civil 
affairs.” On December 15, 1950, another organization known as the Economic 
Development Corps (EDCOR) was established, directly under the Secretary of 
National Defense, with an ambitious mission (see annex A) whose major points 
were the rehabilitation of surrendered Huks and the opening of new lands and 
opportunities. U.S. officers with JUSMAG acted as advisors to both psychological 
warfare/civic affairs and EDCOR organizations. 

3. In the combat battalions, the battalion commander and his civil affairs 
officer would meet with the barrio (village) lieutenant and other responsible 
civilians, to work out relationships between troops and civilians, methods of 
protecting farmers from guerrilla raids during planting and harvest, and barrio 
self-defense. This led to further discussions of barrio needs and the army’s 
initiation of actions to help, starting with escorting department of agriculture 
agents into combat areas to help the farmers and eventually using troop labor 
to build barrio grammar schools, pure water wells, and other public works. 
Noting that tenant farmers were mostly unrepresented legally in court cases 
involving agrarian land problems, the army quietly sponsored a number of its 
judge advocate officers to appear in court in civilian clothes to represent the 
tenant farmers. Civilians wounded in the fire fights between the army and the 
Huks were treated in army hospitals. One foreign correspondent wrote: “I have 
seen many armies, but this one beats them all. This is an army with a social 
conscience.” 

4. Later, to infuse the Government with a “can do” spirit and with executive 
talent, Magsaysay placed a number of army officers throughout the Government. 
One became his executive secretary when he was President. Another was gen- 
eral manager of the Government-owned Manila Railroad Co. These officers, 
numbering more than a hundred, were later transferred back to army duties. 

5. Perhaps the most sensitive use of the armed forces in civil activities was 
in insuring the freedom of the elections of 1951 and 1953. The presidential 
election of 1949 was believed by many Filipinos to have been markedly dishonest, 
not only through trickery, but through the terrorism of political thugs. This 
belief was energetically exploited by the Communist Huks, who pointed out that 
the only way the people could really change the Government was by helping 
the Huks do it by force. It was estimated that about 1% million Filipinos (of 
the 18-million population then) were sympathizing with the Huks by 1951. The 
army felt that a demonstrably free election, with freedom of speech and freedom 
of movement by all candidates regardless of party, truly secret balloting, and 
an honest count, would bring the constitutional processes back to life; the 
people would defend a government they believed to be their own and refuse to 
help an armed rebellion against it. 

6. The commission on elections believed this also, and, with a remarkable 
lack of publicity, asked the army for help. The army put its plan into operation, 
using college ROTC cadets to police the quieter precincts and using regular 
troops to protect candidates and their audiences from thugs, as well as to pro- 
tect the polls in districts where violence was expected. The army also used its 
communications system to inform the commission on elections and public news 
media of the vote count as rapidly as possible after the polls closed, to dis- 
courage ballot-stuffing and fraudulent count. The 1951 and 1953 elections were 
not only notably honest and made public heroes of the troops, but also turned 
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public support dramatically away from the Huk movement and to the 
Government. 

7. EDCOR.—(a) The major civic endeavor of the armed forces of the Philip- 
pines is the economic development corps (EDCOR), whose aims are given in 
annex A. It was initiated at the end of 1950 to rehabilitate Huk prisoners held 
py the army, but grew in scope during 1951-54. Four farm communities were 
constructed, a vocational rehabilitation center established, and one complete 
parrio moved and reestablished in a more favorable area. The farm communi- 
ties were recruited from selected Huk prisoners, volunteer retired military 
personnel, and civilian applicants. The EDCOR military strength was reduced 
in February 1958 to augment army training units, two farm units were deacti- 
yated on July 1 1958, but the EDCOR organization is still functioning. As of 
December 31 1958, the EDCOR farms had a population of 5,175. 

(b) The first two farm communities were established in 1951 in Mindanao 
(at Kapatagan, Lanao, and Buldon, Cotabato) in unusually wild territory, the 
first in a bandit-infested backlands and the second in deep, virgin jungle. The 
army moved small units to the area (the standard became a unit of 12 officers 
and 91 enlisted men), to scrape in dirt roads, establish security, and to construct 
initial housing to receive the settlers upon arrival. Troops and settlers then 
worked together to clear the jungle for farming, to construct family housing 
and community centers, schools, chapels, and dispensaries, to operate sawmills, 
to put in wells, to build markets, and to construct sanitary facilities. The army 
arranged for the settlers to earn title to the land, handling the legal difficulties 
of land ownership in the Philippines; EDCOR land is owned by homestead 
patent and by Torrens title. Similiar procedures were followed in establishing 
the next two farm communities, at Echague, Isabela, in 1953, and at Midsayap, 
Cotabato, in 1954. The EDCOR administration reports that healthy progress 
is being made in making these farm communities independent, in collecting re- 
imbursable indebtedness from the settlers, and in the security and stability of 
the entire areas surrounding the communities (which rapidly filled up with 
other settlers once the EDCOR pioneered the area). No organized resurgence of 
dissidence has been observed. 

(c) Two other EDCOR projects are worthy of mention. One is the rehabilita- 
tion center; the second is the moving and reestablishment of a barrio. The 
EDCOR rehabilitation center was founded by Magsaysay as a means for voca- 
tional training of surrendered Huks, who had broken with Communist doctrine, 
had given assistance to the army, and who needed a fresh start in life. A small 
woodworking shop was established in part of an army warehouse, and this 
center soon started producing furniture for barracks and army officers, with 
profits going to the workers. This has been a highly successful enterprise. 

(d) While the establishment of EDCOR farms in Mindanao was a dramatic 
undertaking, the scene was far removed from the major combat zone in central 
Luzon. An example of the army’s offer of “all-out friendship” to those who 
needed it (or “all-out force” to those who insisted on fighting), close at hand 
where it could be seen, was necessary to induce civilian cooperation and Huk 
surrenders. The army selected San Luis, Pampanga, the center of Huk activities 
and the hometown of the Huk military chief, Luis Tarue, where bad economic 
conditions had been strongly exploited by Communists in obtaining support for 
the Huks. The army survey of the area showed one barrio of San Luis willing 
to be helped by the army, and Government land several miles away across the 
river in the rough Candaba Swamp vacant and available for homesteading. The 
barrio volunteered, and the army moved the barrio to the new site. The army 
cleared and drained the new area for housing and farming. It bridged the 
river, moved the more substantial houses, built new housing to replace houses 
which couldn’t be moved, put in fresh water wells, built a grammar school for 
the children, and helped the farmers with seed and agricultural advice to plant 
the land. Word of this undertaking spread rapidly by word-of-mouth (the 
so-called bamboo telegraph) and many Huks surrendered, stating that they 
refused to fight against troops who were so helping the families of the Huks. 
Magsaysay believed this action was more decisive than the deployment of 
several battalion combat teams 


B. Vietnam 


1, The Vietnamese armed forces came into being toward the end of the 
Franco-Vietminh War and are young military organizations, not even a decade 
old. Neither the wartime cadre, nor present members who were former sup- 
pletifs or militia under French leadership, had much experience in the civil 
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activities which are part of successful combat against guerrilla forces, such as 
as the Vietminh. Letourneau and other French leaders attempted such pro- 
grams, but they weren’t sustained efforts; civil actions were an integral part 
of “Operation Atlante”, which held some promise of success but was cut short 
by diversion of forces to Dien Bien Phu and then the cease-fire of the Geneva 
Agreement of 1954. 

2. The terms of the Geneva Agreement, however, brought about conditions 
in Vietnam which forced the army into an intense civil activities program 
by 1955. The agreement provided for the withdrawal of forces on both sides 
to zones where they could then embark for transportation to either Communist 
North Vietnam or free South Vietnam, with these transfers being gradually 
phased out in the spring of 1955. In free Vietnam south of the 17th parallel, 
the Government had a most difficult time establishing its administration and 
security in the initial zones vacated by the Vietminh in free Vietnam. There 
were few trained or experienced civil administrators; the police were poorly 
equipped and lacked training; civil communications were bad or nonexistent. 
The army was the only national organization in being which could carry out the 
Government’s will; it had executive and administrative ability, adequate strength, 
discipline, and communications; if the Government in Saigon wanted an action 
earried out effectively in the provinces, in the last weeks of 1954, its only sure 
way of doing so was through the army (which had just been reformed into 
loyalty to the Government, after some plotting to overthrow the Government), 

8. Pacification—(a) At the end of 1954, President Ngo Dinh Diem issued 
a national security directive which placed all insecure provinces under military 
authority. Provinces in zones being evacuated by Vietminh forces were included 
in those to be administered by the military. The Presidential directive also pro- 
vided for the phasing out of military authority as civilian administrators became 
available and capable (this was carried out later, harmoniously and effectively). 
The operational doctrine for the takeover of zones evacuated by the Vietminh 
was known as “pacification”. U.S. and French officers in the combined training 
relations and instruction mission (TRIM), under the U.S. Chief of MAAG, 
advised the Vietnamese on pacification operations. 

(bo) The two largest pacification campaigns were undertaken in the early 
months of 1955, in Camau in the far south and in Quang Ngai-Binh Dinh prov- 
inces of the central coastal region. The first used military forces of about 
brigade strength, while the second had forces about the strength of a corps. 
Lessons learned in the Camau campaign were studied by general staff planners 
and applied to the Quang Ngai-Binh Dinh campaign. Essentially, these operations 
were march-ins by the troops and the establishment of free government in the 
area. Both had been combat zones of the 8-year war just finished, and had 
suffered. Roads and railroads needed rehabilitation; bridges, schools, hospitals, 
and markets had to be rebuilt ; the population needed medical care and, in many 
places, needed food and clothing; there were still armed bands in the area and 
farms and villages needed protection. Troops for these campaigns were given 
special training in courtesy toward the civilians (including how to answer Com- 
munist propaganda), in disbursing of aid, in construction, and in administrative 
procedures. As a result of good planning, training, and operations by the mili- 
tary, effective government and security were quickly established in the pacifi- 
cation areas, much of the war-torn economy was rehabilitated, and the Communist 
organizations left behind were revealed by the population, (along with a great 
many hidden caches of arms and equipment). 

(c) Similar pacification measures were taken in actions against rebellious 
sect forces in the western regions and in the jungle-foothill regions north of 
Saigon. The latter operation experimented with building a force around a small 
army cadre (used for central administration and for patrols into the further 
reaches of the jungle), and making use of civil police forces and civilian admin- 
istrative teams; the operation was not wholly successful and was eventually 
strengthened with army troops. 

4. Cooperation with civilian organizations—(a) During the pacification cam- 
paigns, the Vietnamese Army learned to work closely with two notable civilian 
organizations, which are worth mentioning here as an indication of teamwork 
employed to bring stability to a free nation. The organizations were “Opera- 
tion Brotherhood” of the International Jaycees and the Vietnamese Govern- 
ment’s Civic Action. These two organizations of volunteers brought high morale 
and an ideal, unselfish spirit to the campaigns. 
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(b) “Operation Brotherhood” was originally staffed by Filipino volunteer 
doctors, dentists, and nurses, who established a large clinic to treat refugees in 
the Saigon-Cholon area. They volunteered to enter Camau with army pacifica- 
tion forces, which they did, establishing their first medical clinic on the road- 
side, using packing crates as dispensing tables and treating all comers gratis, 
while cleaning a building for use as a hospital. Later, small field teams of 
Filipino doctors and nurses went out into the countryside with Vietnamese army 
patrols, giving inoculations and teaching public health measures. This same 
pattern was followed in the Quang Ngai-Binh Dinh campaign. Eventually, 
medical personnel of many other nations of the free world joined the Operation 
Brotherhood work in Vietnam. They trained Vietnamese as hospital aides, 
taught first-aid, sanitation, and food preparation to the villages, and guided 
community development, as well as performed medical services. A Filipino 
“fish pond” constructed on a farm near the 17th parallel became a much talked- 
about symbol of what the free people of the world could do, word of it spread- 
ing through the Communist north. 

(c) “Civic Action” was established as a civilian organization to bring public 
administration to the villages of Vietnam; it was placed under the Ministry of 
Defense initially, for support and for coordinated operations with the army in 
pacification work. Civil service employees of all ministries were asked to vol- 
unteer. Selected candidates were then trained, in small teams, to live a village 
life of some hardship, to do useful work with their hands, and to dress like 
farmers in “calico noir’. Teams of four men would then enter a village, enlist 
the help of villagers in building a community house (for meetings of village 
elders, a first-aid clinic, and an information room where news of the government 
was posted), a school house, and a public market. The four-man team would 
then give on-the-job-training to volunteer villagers in teaching, in village admin- 
istration, in first-aid, in sanitation, on public works (wells, street drainage, 
pit latrines, and so forth) and in agricultural methods. Once the local villagers 
were trained, the Civic Action team would move on to another village. They 
went by foot or bicycle. These teams moved in right after the army patrols. 
A number of these unarmed civilians were killed by dissident guerrillas. The 
Civic Action organization was later transferred to be directly under the Presi- 
dent, to permit full participation of all ministries in its operations. 

5. Current activities—(a) The Vietnamese Army has continued the civil ac- 
tivities it commenced during the pacification campaigns, but has transferred its 
major work to the high plateau area, building and improving roads and bridges, 
bringing Government administration to the nomad tribes of the mountains and 
jungle, and assisting pioneer settlers build new communities. Much of the 
current activity centers around small outposts established in the more remote 
areas paralleling the Vietnamese borders with Laos and Cambodia. Rough 
roads are scraped in to these outposts, the jungle cleared for farming, and se- 
curity established to protect the new communities. 28 of these outposts had 
been established by February 1959. The new communities are attracting hardy 
pioneers to virgin lands that they will be willing to protect, adding new security 
to borders that have long been vulnerable to Vietminh cross-country tactics. 

(¥) Besides the impressive shoemaking, uniform manufacturing, and equip- 
ment rehabilitation activities of the Vietnamese Army quartermaster seen dur- 
ing the Anderson subcommittee’s visit in February 1959, a number of other army 
activities were reported by U.S. officers with MAAG-Vietnam. Much of this 
activity occurs when the families of troops move into an area, starting a new 
community which soon attracts other settlers and merchants, and requires con- 
siderable publie works to make the community habitable. 

(c) At Song Mau, in the coastal region between Saigon and Nha Trang, the 
senior adviser, 5th infantry division, reported that the troops assisted the civil 
population in digging drainage ditches, constructing bridges, installing water 
mains and outlets, maintaining roads, constructing homes, fighting fires, and 
performing medical services. The senior adviser, Il corps, at Ban Me Thuot in 
the high plateau, reported that the troops there not only engage in many of these 
same activities, but also constructed a church, an elementary school and seeond- 
ary school in the town of Ban Me Thuot, built a brotherhod center at Dak 
Nong, aud operate elementary schools in the area, with an enrollment of 6,358. 
Other advisers in remote areas reported the conduct of adult education classes, 
the distribution of medical supplies, the instruction of mountain tribesmen in 
Sanitation and disease prevention, the spraying of houses and farm buildings 
with DDT, and the construction of public toilets. 
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(d) The senior adviser at the Vietnamese Military Academy, in Dalat, re- 
ported cadet community betterment projects in this more sophisticated area. 
Cadet projects included tree planting, road repair, distribution of books and 
magazines, and semiannual parties for children in the area. At Da Nang, 
Tourane, army medical personnel administered anticholera vaccine and malaria 
treatments to more than 3,000 of the population. The adviser at Duc My re- 
ported that the 45th regiment devoted 5 weeks in July and August 1958 to the 
construction of housing in the area south of Ban Me Thuot for political refu- 
gees. At Ban Me Thuot, also, soldiers of II corps have built and are operating 
a maternity hospital. 


C. Thailand 


In Thailand, there was little opportunity to discuss the civil activities of the 
armed forces. The revolutionary party of Field Marshal Srisdi Dhanarajata 
is in control of the Government, with a number of army officers managing 
various bureaus and governmental affairs, as well as assisting in the drafting 
of a new constitution for Thailand. With this position in the Government, it 
is apparent that the army has a definite interest in all civil activities con- 
tributing to the stability and security of the nation. 


D. Laos 


1. Laos is a small country, sparsely settled, with few roads or other means 
of communication. As a new nation, its Government has been faced with many 
problems, but none more serious than the need to unify the different ethnic and 
regional groups into one nation administered by an effective Government. This 
problem is compounded by external pressures from across ill-defined borders in 
jungle and mountainous terrain; as Prime Minister Phoui Sananikone described 
it, “history has placed us next to large countries who think differently than we 
do”. At its birth, Laos had only a handful of trained or experienced admin- 
istrators, few means to help them get around the country to establish effective 
government, and an armed rebellion which dominated two of its provinces. 
The only government organization existing in much of the country with some 
executive ability, with sufficient strength and discipline to accomplish tasks set 
by the central authority, with loyalty to the government, and with means of 
communication, was the army. It was natural and logical for the Lao National 
Army to become an instrument of the government in undertaking civil activities. 
It was the single, most cohesive force in being throughout the new nation. 

2. The major civil activity of the Lao National army is “Civie Action”. This 
was organized in 1956 by Ouane Ratikoun, the present chief of staff, who had 
been the combat commander of army forces fighting the Communist Pathet Lao 
in the two rebellious provinces, and who saw the need for a loyal army to help 
unify the country when the Pathet Lao were integrated later, as happened. 
Initially, civic action was carried out by combat troops who were given tasks of 
public works, education, welfare, information, and health in their security op- 
erations. Although the Army undertook these tasks with some vigor, there 
was a need for full coordination of all Government ministries in this work. 
Thus, Col. Oudone Sananikone, who had been in charge of the army’s civie 
action program, was transferred to the civil government, as overall civie action 
coordinator; at present, he is the secretary of state for social affairs. The 
army, with its nationwide organization and ability to get things done, has been 
tasked with making a success of civic action and, through it, organizing civil 
government for each tasseng (there are 877 tassengs in Laos, a political divi- 
sion roughly equivalent to a small county in the United States). 

8. The army’s civic action operation consists of training and operating military 
personnel in six-man teams. Training consists of 4 weeks of classroom instruc- 
tion and 1 week of practical work. The subjects include not only military matters 
such as security operations and village auto-defense, but also elementary edu- 
cation, civics, public works, youth organization, public health, and agriculture. 
The team leader is the liaison with the head man of the tasseng, assisting him 
in establishing local government. Fach of the other team members has specific 
tasks: security and information, education (mostly in helping the bonzes start 
schools), public works (mostly in initiating self-help projects; as one officer 
explained, if the people build something themselves, they will voluntarily main- 
tain it—if it is done for them, they will expect others to maintain it), agricul- 
ture, and health. The first tasseng operation is to have a tasseng center built; 
General Ouane explained that the Army takes a hand in this so that the people 
will recognize it as a government center, which they don’t when the head man of 
the tasseng uses his own house as the center. 
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4. In the first military region, 75 team leaders have been trained and 56 
civic action teams are operating. No training has been undertaken yet in the 
second region. Thirty teams have been formed in the third region. In the 
fourth region, 160 noncommissioned officers are now in training as prospective 
civic action team leaders. 

5. In addition to civie acticn, the Lao National Army has been working closely 
with Filipino “Operation Brotherhood” medical teams in the provinces. The 
teamwork and operations in helping the civil population are somewhat similar 
to those undertaken in Vietnam by the army and the Filipino medical teams 
there. This evidence of interest in their welfare by other free people has been 
most heartening for the Laos. 


E. Cambodia 

As in Thailand, there was little opportunity in Cambodia to discuss the civil 
activities of the armed forces. It was noted, however, that Prince Sihanouk 
was popularizing a physical labor program for Government officials, as an idea 
he had picked up while visiting Communist China. In this program, Govern- 
ment officials spend a number of hours each week laboring on public works 
projects or on farmlands. It is possible that this program can be extended to 
include officers of the armed forces. 


F. Burma 


1. Civil activities by the Burmese armed forces are a development of the 
successful campaigns against most of the insurgent forces who controlled con- 
siderable areas of Burma in 1953. Help by the military to villagers and the 
rehabilitation of captured or surrendered insurgents proved so helpful to the 
combat operations of the Burmese armed forces, (in finding insurgent forces 
hidden among the villages and in the self-defense of villages), that civil action 
has become part of their doctrine, not only in current operations against Com- 
mvunist insurgents, but in assisting the Burmese armed forces’ role of bringing 
stability and unity to Burma. 

2. In the Burmese Army, civil action is a command responsibility and is of 
major concern to both the general staff and the brigade commanders. The army 
helps villagers in raising their general health and sanitation, in improving agri- 
culture, in education, and in youth activities (the army is the moving force in 
Boy Scouting). Along the Chinese border, the army has undertaken a program 
of public works, social welfare, education (with soldiers teaching in primary 
schools), and health, to raise the standard of living and to assist in extending 
the administration of the government. In Rangoon, the army sponsored and 
actively participated in a drive to clean up the city, making it more livable for its 
inhabitants, and is currently directing and assisting in a road improvement pro- 
gram. In the brigade areas throughout Burma, the brigade commander is a 
member of the district council which is extending governmental administration 
and assistance to the people in this basic political unit of the nation; the district 
council members are the brigade commander, the district commissioner, and 
district representatives of ministries such as forestry and agriculture. 

3. The army has undertaken a number of projects to rehabilitate former insur- 
gents by teaching them skills and placing them to be useful members of the 
community. The most successful projects to date have been in Akyab, where 
former insurgents now operate a coastal shipping line and civilian buslines. 
Army officers said that they had had mixed results from agrarian resettlement 
projects; one project was listed as a failure due to the laziness of the former 
insurgents, who apparently had become insurgents in the first place to escape 
from the responsibility of making a living in their home villages, having a liking 
for the carefree life in insurgent camps and the ease of obtaining food, clothing 
and money at the point of a gun. Other projects, in rice lands and fisheries in 
the Irrawaddy Delta, and in forestry areas, have been more successful. The 
army is planning new projects to open up farming lands and settle pioneer areas. 


G. Indonesia 


1. The Indonesian Army, as the “exponent of the 1945 revolution”, feels itself 
to be close to the Indonesian people and to the spirit of “merdeka’’. As such, it 
desires to engage in civil activities to a larger extent than is possible at the pres- 
ent time in its campaigns against several dissident forces. Medical supplies are 
short. Rice, which the army hoped to distribute in areas of food shortage, was 
unobtainable at a time of need, in a way which would permit army distribution. 
Although engineering equipment is definitely needed by the army for its planned 
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programs, the need for weapons has had to take priority. Even so, the army has 
been able to undertake a number of civil activities, including some rice distribu- 
tion, some agricultural assistance, and some rehabilitation work in combat areas 
where it is too dangerous for civil authorities to work. 

2. The army engineers hope to become more fully engaged in civil activities 
and are quite aware of the need for economic development in Indonesia and 
exactly how engineering skills they possess can be best employed to help the 
nation. At present, the army engineers are operating their own technical 
training programs, constructing roads and bridges, undertaking flood control 
work, constructing landing strips, and building barracks and other army instal- 
lations. The major flood control work is being done in the Brantas River area of 
east Java by an engineer battalion based at Malang, including tunneling through 
a mountain. Post engineers are currently at work on the construction of 8 bat- 
talion barracks sites (of 34 such sites), to permit the army to move from 
occupancy of public buildings such as schools and banks, so that the buildings 
ean be turned back for civilian use. Also, the engineers have just finished con- 
structing a small harbor in north Sumatra, to open up Atjeh for trade and closer 
relations with other areas of Indonesia. 

3. Army engineers have been working closely with the ministries of agriculture, 
of mining, and of industries, in plans for an organized method of developing the 
nation. These plans envision the creation of construction battalions, recruited 
from army veterans and civilian volunteers, built around a cadre of trained 
army engineers. A training program is planned to turn out 2,000 technicians 
yearly in equipment operation and maintenance, surveying, and similar skills. 
They hope to train many of the officers in the United States, if possible, but plan 
to train the technicians in Indonesia. The planned use of these construction 
battalions will be in developing beach landing areas instead of costly port facili- 
ties, operating LST’s to these landings, constructing dirt roads from these land- 
ing areas into the interior, opening up areas for development of mineral resources 
and agricultural potentials, and providing for the settlement of fertile, but va- 
cant lands. Present planning is mostly on the potentials, and providing for the 
settlement of fertile, but vacant lands. Present planning is mostly on the 
potentials of Sumatra and Sulawesi. 


H. Conclusion 

As can be seen in the foregoing, southeast Asia offers examples of a wide 
variety of civil activities by military forces. Most of them contribute heavily to 
the economy, stability, and unity of nations born in an era of conflict when com- 
bat or terrorism rule out the use of civil organizations, and in nations where the 
military often offer the only national organization able to represent a govern- 
ment throughout its territory. However, the prime lesson for a military man 
lies in the practical, successful doctrine developed by southeast Asian military 
forces and leaders in their operations against guerilla forces. The ideas in this 
doctrine are exportable and need not be confined to one geographical area. They 
are worth study. 

ANNEX A 


REPUBLIC OF THE PHILIPPINES 
DEPARTMENT OF NATIONAL DEFENSE 
OFFICE OF THE CHIEF, ECONOMIC DEVELOPMENT CORPS 
Camp Murphy, Quezon City 


THE Epcor PLAN 
I. Basic objectives 

A. General.— 

1. To rehabilitate both socially and economically the great masses of our people 
who need a new start. 

2. To populate large, uncultivated tracts of land in order to distribute popula- 
tion from the congested to the less congested areas, 

3. To embark on an agricultural progress geared to the needs of the resettle- 
ment project with the end in view of recovering in whole or in part money invested 
in the resettlement project. 

4. To solve the peace and order problem by establishing peacefully law-abiding 
towns. 
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5. To organize model communities in many parts of the Philippines, peopled 
by peaceful, progressive citizens. 

"§. To give landless persons a chance to own a piece of land at low cost through 
their own efforts. 

7. To produce new money crops to hasten our economic self-sufficiency. 

8. To pioneer in the establishment of new home industries. 

9. To provide training in agriculture for trainees while undergoing military 
training. 

B. Immediate.— 

1. To take over surrendered or captured dissident elements, who are neither 
indicted nor convicted by civil courts for the purpose of re-educating them in 
the democratic, peaceful and productive way of life. 

2. To open resettlement projects in fertile but unpopulated areas where settlers 
will be given a chance to own a home and farm lot. 

3. To operate EDCOR farms which will conduct experiments and later produce 
on a commercial scale for the purpose of recovering in whole or in part the money 
invested in the project. 

4. To establish poultry, piggery, and other livestock projects for eventual resale 
to settlers at cost or to continue as a profit-producing enterprise. 

5. To show by example to people who have been lured away by communism that 
democracy is the better ideology. 

6. To prove by concrete, definite actions that the government is sincere in the 
implementation of its social and economic amelioration program. 

7. To provide convenient credit facilities to settlers, especially at the initial 
stage of the project. 

II. Who can be settlers 

A. The following may apply as settlers— 

1. Surrendered or captured dissident elements who are neither indicted nor 
convicted by the courts. 

2. Ex-servicemen and guerrillas. 

3. Trainees who desire to continue farming after the completion of their train- 
ing period. 

4. Other Filipino citizens who satisfy the requirements of EDCOR. 

1/1 settler-applicants must possess the following qualifications— 
Must be a Filipino citizen. 
Must be 18 years old or over or head of a family. 
Must have an agricultural background or at least an inclination to it. 
Must have no pending case in court. 
Must not belong to any subversive organization. 
Must be willing to sign a contract agreeing to all the terms of EDCOR. 
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III. Selection of settlers 


Initially, settlers to EDCOR projects will be recruited from surrendered or 
captured dissident elements all over the Philippines. Screening of prospective 
settlers will be done by a committee composed of representative of EDCOR as 
chairman, and with representatives of G—1 and G—2 as members. 

The number of settlers to be sent at any given time will depend upon the 
availability of temporary quarters at the settlement site. The Farm Admin- 
istrator or his representative will certify from time to time as to the number of 
additional settlers that can be accommodated. 

As soon as all dissident elements have been accommodated, applicants will be 
screened from the following elements in order of preference: 

1. Ex-servicemen. 

2. Former guerrillas. 

3. Applicants already in the vicinity of the settlement site but also who do not 
own a piece of land. 

4. All other applicants who may be recruited by recruiting officers or who 
apply direct to the EDCOR Office. 

In the screening process, the following points will be considered : 

1. Physical fitness. 

2. Agricultural background or aptitude for farming, and/or livestock raising. 
Ownership of work animals and farm implements. 

Sincere desire to begin a new life. 

Number of dependents who can help in farm work. 

Present financial condition. 
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IV. Transportation and accommodation of settlers 

Commanding officers of military areas concerned will be responsible for the 
transportation, security, billeting and mess of settlers from their respective 
homes or collecting points to port of embarkation. CO’s of military areas may 
request transportation facilities from The GMQ to effect movement of settlers 
and their families to port of embarkation. 

Commander, PN will be responsible for the transportation, security, and 
mess of settlers from port of embarkation to port of debarkation. 

Commander, EDCOR will be responsible for transportation, security, billeting 
and mess of settlers from port of debarkation. 

Subsistence of settlers and their families from the time they arrive at port 
of embarkation will be chargeable against EDCOR funds. 


V. Interim period 

Upon arrival at settlement site, settlers and their families will be accom- 
modated in temporary family barracks or settler’s huts, depending on their 
availability. Settlers will be allowed to draw supplies from the EDCOR store 
to be charged against their account. 

As soon as practicable, a home lot will be assigned to a settler on which he 
should plant food crops especially vegetables. This will enable him to have 
vegetables even before he moves to his new home. 

Whenever possible, EDCOR will build the settler’s house so that the settler 
may have a house upon arrival. Cost of labor and materials of this house 
will be charged to the settler. If the settler feels that he needs a larger place, 
he may enlarge his house through his own efforts or through carpenters paid 
for by EDCOR and charged to the settler’s account. 

Where the construction of houses by EDCOR is not feasible, this will be built 
by the settler himself through the help of other settlers, or paid carpenters 
who will work under the supervision of the settlers. This method has the ad- 
vantage of allowing the settler to plan his own house and thus making him 
more attached to it. It is also more economical in the long run. 

During this period, services of settlers may be used for the development of 
EDCOR projects such as farms, poultry, piggery, and for which reasonable 
wages in cash or kind will be paid to the settler. 


VI. Credit system 

The basic plan for settlers should be one where the EDCOR helps the settler 
to help himself. The settler will thus have greater pride in his work and also 
feel that his government has merely given him a chance to have a decent start 
in life. Most men need only initial help and can be left alone once they are on 
the way. 

Outright charity pampers the lazy and shames the diligent settler. Aside 
from the staggering cost to the government, there is also the question of per- 
sonal pride in accomplishment. The bounty of the government should be ex- 
tended only to those who are willing to improve themselves. 

In the case of surrendered or captured dissidents to give everything free 
would be to reward dissidents and punish law-abiding citizens. All other 
settlers do not get this consideration. The government should therefore give 
the same conditions at least as were given to settlers of the former NLSA, 
which by the way are very reasonable. 

All settlers needs such as work animals, farm implements, carpentry tools, 
food, clothing, and other household necessities should be advanced in kind 
to the settler and charged to his account. These supplies should be issued 
through the EDCOR store which should keep all essential necessities always in 
stock. 

Advances to settlers in kind should be limited to a quota of 1 peso (1.00) 
daily for all persons over 10 and 50 (#.50) centavos for those below 10, pro- 
vided that the settlers be not allowed to draw more than 1,000.00 a year for 
food, clothing, and household necessities. These quotas may be increased or 
decreased as the need for it arises. 
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Based on above quota, advances to settlers may be estimated as follows: 


Subsistence, clothing and household necessities for 1 year_--------- -1, 000. 00 
OI a ac plc ewig ts mechs cc cena de ecb canis 250. 00 
mr MnO 2 is se carers atest enenchanenehulchacelbenimasii edema anata eaten 350. 00 
Wetin MODICMONG. 26c nnn ki mented set oiertieshntabtceanninbes 110. 00 
Transportation ...<2< nn ee es eee 50. 00 
Rr ga nn aprn eae tei oe Se op amas acc sara ee eg eae 100. 00 

FI aca doccaitesepalsieies seicsaigsneccactepnaaarvii Uncen idiot aga F1, 860. 00 


No cash will be advanced to the settler. All his needs will be given in kind 
chargeable to his account. Should the settler work in an administration project 
where he is to receive wages, his quota should be reduced or suspended for the 
duration of his employment especially if his earnings exceeds his quota. This 
will reduce his indebtedness. 

The settler will be given at most 5 years to pay his account. However, after 
the first crop year, and every year thereafter, the settler should start amortiz- 
ing his loan by giving 30 per centum (30%) of his yield. When a settler 
gets an income from his crop, his advances for subsistence, clothing, and house- 
hold necessities should be suspended for a definite period to be determined by 
EDCOR. 

In later years, advances to settlers will be determined by the extent of the 
settler’s improvements. If the settler has shown interest in working his lot 
and has enough improvements to show for his work, further credit may be 
extended to him. 


VII. Development plan for settler 


A. Home lot.—As soon as practicable, a home lot will be issued to the settler 
within a townsite. The establishment of a well-ordered community, complete 
with all the essentials of a modern town, should be the primary objective of 
EDCOR. Administration buildings, barracks, schoolhouse, church, parks, 
markets should be adequately located in a master community plan to be fol- 
lowed in all EDCOR settlements. This plan may serve as a model for all 
communities to be built later on. 

On the home lot EDCOR or the settler will build the settler’s house which 
should be cheap but practical. As much as possible, materials available within 
the vicinity of the site should be utilized. 

EDCOR will draw up a plan for the home lot which should include a place 
for vegetables, fruit and shade trees, toilets, garbage pit, a piggery and poultry 
project, and a small flower garden. The settler should follow this development 
plan and the EDCOR should provide cuttings, seedlings and other planting 
materials for vegetables, fruit trees. Settlers should also be required to fence 
their lots so they will look trim and homelike. 

For the first and succeeding batches of settlers, distribution of home lots for 
ay given group should be by lottery so as to preclude favoritism in the issuance 
of lots. 

B. Farm lot.—Immediately after survey, farm lots of at least six (6) hectares 
will be issued to settlers. 

The EDCOR agricultural experts will determine from time to time what food 
and money crops to plant having in mind always the welfare of the settler and 
the benefits to the country. Agriculturists of EDCOR should insure that only 
the best seeds of any major crop are planted and that settlers are properly 
instructed in the method of planting these crops. The EDCOR should con- 
tinually experiment on better ways of planting various crops so as to produce 
the best results. 

If sufficient farm machinery is available, opening of settlers lots should be 
undertaken by EDCOR which should prepare for planting one or two hectares 
or even more for the settler, depending upon the availability of farm machinery 
and time to do it in. 

The EDCOR should see to it that the agricultural development plan is 
geared to the present economic needs of the country. If possible, the EDCOR 
should not compete in the production of crops already overproduced in other 
parts of the country. It should pioneer in the production of money crops which 
will make us economically self-sufficient. 

In the second and succeeding years, if the settler has shown industry, and 
resourcefulness in cultivating his lot, EDCOR should again open up 1 or 2 
hectares for the settlers. Even when the settler has been given title to his land, 
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the EDCOR should continue to help him prepare the land provided farm ma- 
chinery is available and provided always that the settler has demonstrated 
enough interest and can show improvement in both his home and farm lots, 
which will make him a good investment. Laziness should never be encouraged 
by taking over work which the settler should have done for himself. 


VIIT. Issuance of title 


No later than the end of 5 years, if the settler has paid up all his indebtedness, 
has cultivated at least one-fourth of his assigned farm lot and complied 
with all the requirements of the EDCOR, arrangements will be made for the 
issuance of title to him for his home and farm lots. 

Neither the home lot nor the farm lot shall be subject to any lien or transfer 
nor shall they stand for the payment of any obligation contracted previously by 
the settler from private parties. However, prior to the vesting of title, if he 
proves to the satisfaction of the EDCOR that it is impossible for him to continue 
with the cultivation of the land through no fault of his, and he has no grown- 
up dependents who can continue it for him and there exists a purchaser in good 
faith of his rights and improvements and the transfer is not being made for 
speculative purposes, the settler may, upon approval by the Chief, EDCOR, 
transfer his rights to the land and improvements thereon to any person having 
the legal qualification to own said lots. In case the settler should suffer from 
mental derangement, incurable sickness, or death, or for any reason whatever 
he should be incapacitated from further cultivating the lots assigned to him, 
his legal heirs may continue working his lots. 

In no case will a lot be transferred to any person who already owns in his 
name a lot of 24 hectares or more within or outside the settlement site. 


IX. Trading store 


For the purpose of supplying the employees’ and settlers’ needs, and of mar- 
keting the settlers’ produce, a trading store system shall be established by the 
EDCOR. 

The EDCOR trading stores shall be located in all BDCOR sites and will carry 
in stock all the essential needs of the settlers. 

It shall be managed by a trading store manager and his assistants who shall 
keep a record of all incoming and outgoing merchandise. 

In order to keep personnel down to the minimum, a settler should be allowed 
to draw supplies only once a week and they should be divided into six groups, 
one for each working day. This will enable store personnel to handle only a 
limited number of people daily. 

A surcharge of 5 percent over landed cost should be imposed to take care of 
administration and other expenses. 

The trading store manager should make contacts with buyers of settlers’ prod- 
uce in advance. All settlers’ produce will be deposited at the trading store 
bodegas and a corresponding quedans issued to the settlers. These quedans will 
be good for its value in cash at the trading store. 

The trading store will negotiate for the sale of the produce at the most advan- 
tageous price to the settlers and after deducting 5 percent for handling and one- 
third of the total cost, as amortization of the settler’s farm, it shall deliver the 
balance in cash to the settler. 


X. EDCOR projects 


In order to provide income for EDCOR and a source of supply for settlers’ 
needs and also to serve as experimental projects, the EDCOR should undertake 
the following projects. 

A. EDCOR farm.—The EDCOR will reserve a definite area within the settle 
ment site for experimental farms. These will be planted to various crops for 
experimental purposes. This will test the adaptability of the soil to these crops 
and serve as a guide for settlers. 

Besides, these farms will give income to EDCOR and enable it to return in 
part the huge outlay needed by the project. 

B. Poultry and piggery—The EDCOR should start without delay the opera- 
tion of a poultry and piggery project. From this project, the EDCOR will issue 
two pullets and weanling to every settler to serve as foundation stock for a home 
poultry and piggery project. The development of the settler’s lot will not be 
complete without a poultry and swine project. 

Officers, employees and enlisted men can get their egg, fowl, and pork supply 
from these projects. This will give more income to EDCOR. Feeds for this 
project ought to be plentiful as the EDCOR can produce practically all of them. 
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In due time, EDCOR may provide even outsiders with the beginnings of a 
small poultry and/or piggery at low cost thus helping to foster a much needed 
industry. 

C. EDCOR goat farm and ranch.—Where enough grazing areas are available, 
the EDCOR may also operate a ranch and a goat farm. This will enable the 
EDCOR to have source of supply for beef, cow’s milk and/or goat meat and milk 
especially should the settlement site be located far from the source of beef. 
If sufficiently large, it can be the source of lucrative income for EDCOR and 
also provide employment to settler’s dependents. 

D. Other projects——Other projects may also be started as the need for them 
arises. EDCOR experts should always be on the lookout for worthwhile and 
profitable undertakings which will be of practical use to the country. 


XI. Social welfare 


In line with the policy of the EDCOR to win the settler back to the ways of 
peace, every effort will be exerted to give the settlers a wholesome atmosphere 
in a democratic community. Attention will be paid to making democracy work. 

A park will be one of the principal features of an EDCOR site. These parks 
will be improved so that settlers and their families may go there to foregather 
when their work is over. Playground equipment for children will be provided. 

In order to give wholesome recreation to settlers, athletic equipment of all 
kinds will be made available for daily use. Friendly contacts will be encouraged 
among the settlers. 

Through community effort a library will be made available to both settlers 
and employees. These will be stocked with books and magazines in English, 
Spanish, and the dialects so they can be utilized by settlers. 

In collaboration with the Bureau of Public Schools, adult education classes 
will also be conducted for the benefit of illiterates. Naturally, a school for chil- 
dren of settlers and employees will be constructed. 

Medical officers of EDCOR will make periodical visits to all houses of settlers 
and employees to see that they are kept clean and neat. The EDCOR will 
help the settler to improve his home; provide it with a sanitary toilet, garbage 
pit, and all the essentials of a good home. 

It is planned to organize Boy and Girl Scout troops among children of settlers 
and employees so as to rear up the youth in the right direction. These young 
people will be given plenty of chances of leading a wholesome vigorous life. 

The womenfolk of the EDCOR will also be mobilized so that they too may 
improve themselves and their community. Representatives of the Bureau of 
Plant Industry or experts from various branches of the Government will teach 
the women various ways of conserving food, cooking the crops raised by the 
settlers and utilizing the products of the locality for decorative or commercial 
purposes. Various useful home arts will be taught them so they have something 
to do in their spare time. Such arts for instance as weaving, basket making, 
mat weaving, hat making, twine making, and other simple but useful arts will 
be taught by women who know. It is envisioned that after a reasonable time, 
many home industries may flourish through this method. 

The same plan will be followed for the men. Various trades will be taught 
by experts so as to occupy the time of young people and the settlers when they 
are through with farmwork. Carpentry, cobbling, blacksmithing, tinsmithing, 
metal working in general, simple construction, pottery, and allied trades will be 
taught by experts to the settlers and their children thus insuring a healthy 
community growth. If followed, all EDCOR sites eventually may become the 
seat of progressive home industries. 

From time to time, movies will be shown free to all. We recognize the 
tremendous educative value of the screen so the help of various agencies will 
be sought to acquire good and entertaining films. 

Fortnightly or monthly programs for the entertainment of all settlers will be 
organized. These programs will bring the people together, discover local talent, 
and give the settlers and employees and their families homemade entertainment. 
It is believed that one of the most effective ways of bringing these people back 
to the ways of peace is to allow them to mix with their fellow men in a friendly 
gathering so often as practicable. 

In order to inculeate love of country, retreats will be conducted every after- 
noon so that the people will be constantly reminded of their country and their 
flag. 

From time to time, a social welfare committee will study and make reports 
on ways and means of socially improving the lot of the settlers. 
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AII. Health 


A medical and dental officer will take care of the settler’s health. 

Hospitals and/or dispensaries will be built in all settlement sites to render 
free medical and dental services. 

The medical officer will also conduct periodic physical examination of settlers 
and employees so that the proper treatment for them may be recommended. 

Every effort will be exerted to safeguard the settler’s health. 


XIII. Discipline 


As much as possible, the settler will be given freedom of action. Little or 
no attempt will be made to regiment his activities. However, the EDCOR will 
see to it that no person or groups of persons prevent other settlers from leading 
a peaceful life. 

Initially, settlement regulations will be promulgated for the good of all 
and strict compliance of them by all will be enforced. 

As much as possible, the idea or atmosphere of a police state or a detention 
camp should be removed from the settlers. All vestiges of confinement shall 
not be tolerated. 

Offienses will be dealt with in a humane but just manner. The attitude of 
EDCOR toward settlers will be that of a teacher toward his pupil. Much of 
the success of the project will depend upon proper handling of settlers. 


XIV. Relationship between farm officials and settlers 


The EDCOR, being primarily a social rehabilitation project, depends for its 
success on the quality of the men who are to lead the settlers. Officers and 
men should set the model for the conduct of settlers. 

From being hunted and persecuted so long, settlers have naturally become 
suspicious and apprehensive of the attitude of the Government toward them. 
They will feel bitter against any attempt to coerce them. Underdogs for a 
long time, they will also resent being looked down on or bullied or even a mere 
suggestion of them. Much care, therefore, should be shown by officers in their 
dealings with settlers lest by one false move they destroy all the good intentions 
of the Government. It must not be forgotten that at this stage settlers will 
become sensitive to the point of unreasonableness. 

Only officers and employees with broad understanding, patience, and tact 
should be assigned EDCOR projects. Where possible, officers and men who 
have at some time or other fought dissidents should not be given assignment 
at EDCOR. The officer may harbor prejudice against all dissidents; others 
prevent him from doing justice to settlers. Besides, this might invite reprisals 
on either side. 

Officers should mix with settlers as much as possible so as to gain their 
confidence. A project such as EDCOR will succeed only when the settlers’ 
confidence has been completely won. 


XV. Trainee instruction 


When funds and facilities are available, it is planned to train at least 500 
trainees yearly at all EDCOR farms. Instructions will cover both the military 
and agricultural phases. At the end of the training period, trainees who 
desire to stay will be encouraged to do so and given their own home and farm 
lots. In this way, the Government can recover in whole or in part money 
eZ for trainees and will give these young boys training in earning a 

ve “ 


STATEMENT OF WILLIAM J. CROCKETT, DEPUTY BUDGET AND FINANCE OFFICER, 
DEPARTMENT OF STATE 


Mr. Chairman, the proposed fiscal year 1960 authorization for appropriation 
for administrative expenses of the Department of State requested under section 
411(c) of the Mutual Security Act is $8,395,000. This amount includes $1,045,000 
for the Mutual Defense Assistance Control Act formerly requested under sec- 
tion 410 of the act, and $100,000 for costs of the International Development Ad- 
visory Board formerly included under section 411(b) of the act and financed from 
funds made available to the International Cooperation Administration. This 
request is included on pages 101 through 106 of the presentation book on non- 
regional programs which has already been submitted. If it is agreeable with 
you, I will confine my statement today to the reasons we seek a change in the 
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language of section 411(c) of the Mutual Security Act, and to the increases 
requested. 

Under the present wording of section 411(c) of the Mutual Security Act, 
there is a continuing authorization for those administrative expenses for State 
Department activities which arise from or relate to the mutual security pro- 
gram and reads as follows: 

“There are authorized to be appropriated to the Department of State such 
amounts, not to exceed $7 million in any fiscal year, as may be necessary from 
time to time for administrative expenses which are incurred for functions of the 
Department under this act or for normal functions of the Department which 
relate to functions under this act.” 

While appropriations under section 411(c) are authorized on a continuing 
basis, the appropriation for Control Act expenses under section 410 of the act 
is authorized each year. The current authorizing language contained in section 
410 reads as follows: 

“There is hereby authorized to be appropriated to the President for fiscal year 
1959 not to exceed $1 million for carrying out the objectives of the Mutual De- 
fense Assistance Control Act of 1951 (22 U.S.C. 1611). In addition, in accord- 
ance with section 303 of that act, funds made available for carrying out chapter I 
of this act shall be available for carrying out the purpose of this section in such 
amounts as the President may direct.” 

We are requesting that the limitation amounts be deleted and that the au- 
thorization for Control Act expenses currently authorized under section 410 
of the act be included under section 411 (c) to read as follows: 

“There are authorized to be appropriated to the Department of State such 
amounts as may be necessary from time to time for administrative expenses 
which are incurred for functions of the Department under this act or for 
normal functions of the Department which relate to functions under this act, 
and for expenses of carrying out the objectives of the Mutual Defense Assistance 
Control Act of 1951 (22 U.S.C. 1611): Provided, that, in addition, funds made 
available for carrying out chapter I of this act shall be available for carrying 
out the objectives of the Mutual Defense Assistance Control Act of 1951 in such 
amounts as the President may direct.” 

. The authorizing language as proposed will provide the Department with needed 
flexibility by the deletion of the limitation amounts and will authorize Control 
Act expenses to be financed from appropriations made directly to the Department 
under section 411(c) on a continuing basis. The new language pertaining to 
Control Act expenses provides only the same authority as previously contained 
in section 410. The wording has been changed only to make clear that any use of 
this authority is limited to Control Act activities and cannot be extended to other 
activities financed from section 411(c). Some questions were raised during the 
House hearings as to whether this change would affect the administration of 
the Control Act. I wish to assure this committee that there is no intention 
whatsoever on the part of the Department to make any substantive change in 
the administration of the Control Act. The funding of Control Act expenses 
under section 411(c) as proposed is merely an account change and places the 
funds for this activity with the Department of State, where the responsibility 
now lies. 

In support of and as background to the proposed authorization and appropria- 
tion under section 411(c) for fiscal year 1960, it is appropriate to include here a 
résumé of various shifts in functions which have been made between the Inter- 
national Cooperation Administration and the Department of State proper which 
affects the appropriation under section 411(c). 

When the existing authorization under section 411(c) was enacted in 1956, 
there were only two activities falling within the Department of State’s juris- 
diction at that time which were funded under the provisions of section 411(c). 
These were: (1) providing program policy review of the mutual security program, 
and (2) supporting the U.S. mission to NATO and European Regional Organiza- 
tions (USRO) in Paris. In order to improve the overall coordination and admin- 
istration of the mutual security program, the Secretary of State under authority 
and provisions of Executive orders transferred the responsibilities of certain 
other mutual security program functions from time to time from the Director of 
the International Cooperation Administration to the appropriate organizational 
unit of the Department of State. 

In March of 1956,.the escapee program and other related responsibilities 
were transferred by Executive Order 10663 from the International Cooperation 
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Administration to the Department of State. During fiscal year 1958, under 
the authority and provisions of Executive Orders 10575, 10610, and 10742, the 
Secretary of State transferred the responsibilities for overall coordination of 
the mutual security program, U.S. participation in OEEC activities, and 
public information relating to the mutual security program. Funds for these 
four transferred functions were included in the section 411(c) appropriation 
request for fiscal year 1959. 

The Secretary of State, effective January 26, 1958, shifted the responsibilities 
for carrying out the objectives of the Mutual Defense Assistance Control Act 
from the Director of ICA to the Under Secretary of State for Economie Affairs. 
In addition, the Under Secretary of State for Economic Affairs was made the 
primary point of contact for the International Devleopment Advisory Board and 
this activity became the responsibility of the State Department. Because of the 
time of the transfers in relation to the budget cycle, funds for discharging Con- 
trol Act responsibilities were requested and appropriated for fiscal year 1959 
under section 410 of the Mutual Security Act and funds for supporting the activi- 
ties of the International Development Advisory Board were appropriated under 
section 411(b). However, funds for both activities are now requested in the 
appropriation to the State Department under section 411(c¢). 

The activities transferred to date are recognized as being essentially a part 
of the State Department’s fundamental and basic responsibilities, and we believe 
it to be sound policy that the funding of the administrative cost of assuming 
these functions should be appropriated directly to the Department. In each 
instance the necessary funding has been or is proposed to be shifted from other 
sections of the Mutual Security Act into section 411(c). This is consistent with 
the transfer of functions and simplifies the funding procedures by appropriating 
directly to the Department of State the funds required to cover the administra- 
tive expenses of the Department in carrying out its responsibilities relating to 
functions under the Mutual Security Act. 

Increased pay costs as provided by Public Law 85—462 and the transfer of the 
Control Act and IDAB makes necessary the review of the present limitation 
amount and the Department feels that the deletion of the limitation as proposed 
is preferable and will provide the Department with needed flexibility to continue 
the improvement of coordination and adminstration of the mutual security 
program as may become evident from time to time. 

On a comparative basis the cost of all activities transferred amounts to 
$8,154,000 in fiscal year 1959 as reflected in the presentation book on nonregional 
programs. In 1960 the cost of these activities including Control Act expenses and 
the IDAB is estimated at $8,395,000, a net increase of $241,000, which is reflected 
on page 101 of the presentation book on nonregional programs. This includes an 
increase of $274,000 for item 1 and an offsetting decrease of $33,000 for item 
8, with no change in funding requirements for items 2 and 4. 

The increase of $274,000 for item 1, “Program Coordination, Policy Review, 
Information and the IDAB” includes $241,445 for departmental and 832,555 for 
the Foreign Service for the following purposes: 

Permanent positions 

An increase of $179,885 to (1) provide nine additional positions for the Office 
of the Under Secretary of State for Economic Affairs (annual rate of $95,167 
lapsed 10 percent or $85,650) ; and (2) place all positions on a full year basis 
during fiscal year 1960 ($94,235). 

Of the nine additional positions requested, seven positions are required by the 
Special Assistant for Mutual Security Affairs as follows: (a) two Deputy 
Directors for the Economic and Military Coordination Sections to devote full 
time to overall programing considerations or special problems affecting ICA and 
Defense programs; (b) one reports editor for the Special Projects Section to 
handle congressional presentations, reports, and descriptive material on pro- 
grams; (c) two program oflicers and two secretaries for the Economic and Mili- 
tary Coordination Sections to handle geographic areas now being handled by 
other officers on a temporary basis. These seven positions are requested to round 
out a minimum staff necessary to provide the kind of policy coordination required 
for the mutual security programs. 

The other two additional positions (research economist and secretary) are 
required for the International Development Advisory Board Secretariat to fur- 
nish proper staff work to the members of IDAB. As it has now been recon- 
stituted, the IDAB has a considerably more complex scope of authority and 
action and will now work with the Under Secretary of State for Economic Affairs, 
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the Director of ICA, and the Manager of the Development Loan Fund in the 
coordination of IDAB activities. The Chairman and the other 12 members of the 
Board have been appointed. The fields of national interest which they represent 
include agriculture, business, economic development, education, labor, press, 
public administration, public health, science, and venture capital. 


Miscellaneous salary costs 

An increase of $30,964 made up of the following requirements: (a) Extra day, 
($9,807) ; (b)allowances and hardship post differentials, ($10,583); (c)w.a.e. 
(18 members of IDAB), ($15,500) ; and (d) overtime and holiday pay, a decrease 
of $4,926. 
Travel 

An increase of $55,000 is requested to cover necessary travel costs of: (1) 
the Under Secretary for Economic Affairs, and the Special Assistant for Mu- 
tual Security Affairs and their staffs to acquire firsthand information on condi- 
tions, problems, and current developments in various parts of the world which 
relate to the mutual security program ($40,000); and (2) the 13 IDAB mem- 
bers in attending additional meetings, and for members of subcommittees (4 
subcommittees consisting of 10 members each), ($15,000). 


Other expenses 

An increase of $8,151 for all other objects of expenses is requested for fiscal 
year 1960 including an additional requirement for civil service contributions and 
other nonsalary costs such as supplies and equipment related to the additional 
positions requested. 

For item 3, “Refugee and Migration Program,’ the Department considers it 
possible to reduce the funding for this purpose by $33,000 in salaries and re- 
lated expenses. This will be done by the reduction of 3 domestic positions and 
1 American and 16 local positions overseas. 

The Department’s proposal, if approved, will provide the necessary staffing 
and funds required to carry out its responsibilities and functions as they re- 
late to the mutual security program. It will provide needed flexibility and will 
make funding consistent with responsibilities, simplifying the funding 
procedures. 

It is sincerely hoped that this committee will find this proposal to be sound 
and that it will be approved. 


STATEMENT OF COMMISSIONER HAROLD 8. VANCE, ATOMIC ENERGY COMMISSION 


1. Tam Harold 8S. Vance, a member of the Atomic Energy Commission, It is 
a pleasure for me to make the opening statement in behalf of mutual security 
funds for the atoms-for-peace program. 

2. Since July 1956, and through the current fiscal year, approximately $12 
million of mutual security funds will have been made available to help friendly 
countries initiate or develop nuclear energy programs. The atoms-for-peace 
program is tailored to a country’s needs and resources, and is especially useful 
to the less-developed countries, 

3. We propose that $6,500,000 mutual security funds be applied to the follow- 
ing activities: (1) research reactor grants, (2) equipment grants, (3) survey 
and development assistance, (4) support for the International Atomic Energy 
Agency operational budget, and (5) the United States offer to provide scholar- 
Ships through the Agency. The Atomic Energy Commission recognizes the im- 
portance of training and supports training, but does not administer the U.S. 
programs in (4) and (5) above for the training of foreign nationals in the 
atomic energy field. Representatives of the Department of State are here today 
to reply to questions you may have about support of the International Atomic 
Energy Agency. 

t. I shall describe these activities briefly, indicating the estimated amount 
which might be applied to each : 

5. Research reactors, $2,450,000.—These reactors are tools that make possible 
research programs in nuclear physics, radiation chemistry, reactor engineering, 
and the biological and medical sciences. The reactor and the radioisotopes pro- 
duced therein provide the practical supplement to textbook lectures. Recipients 
of grants are afforded an opportunity to prepare themselves progressively for 
more advanced, complex, and hazardous reactor systems. In so doing, it is 
probable that the entire scientific effort of the country is upgraded. 
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6. Since 1955, the United States has been prepared to contribute up to one- 
half of the cost of a research reactor project, with the stipulation that the grant 
cannot be in excess of $350,000. In no case has this sum equaled, half of the 
cost of a project. Most total outlays are in excess of $1 million. In fact, some 
projects require expenditures of from $3 million to $10 million for completion. 

7. So far this year, a reactor grant has been processed for the Republic of 
Korea. We expect to qualify projects from at least 3 countries between now and 
July, in addition to the 17 commitments that have already been made since the 
program’s inception. On the basis of information now available, we anticipate 
seven more applications in fiscal year 1960. 

8. Agreements for cooperation are required in order to qualify for a reactor 
grant. These agreements provide for an exchange of information between the 
recipient country and the United States in the research reactor field, including 
related health and safety problems. 

9. Research and training equipment, $2,050,000.—In addition to reactor grants 
(or, if a country is not ready for the installation and use of a research reactor) 
the United States makes grants available for acquisition of such equipment as: 
General radioisotope, nuclear engineering, and medical training and research 
laboratories ; and cobalt 60 teletherapy, and irradiation units. 

10. An example is the recently approved grant for the Government of Colombia 
for a medical radioisotope research and training laboratory and a cobalt 60 tele- 
therapy laboratory. The laboratories will be installed in the National Cancer 
Institute of Bogota, thereby improving its diagnostic, therapeutic, and training 
capabilities. The Institute, founded in 1935, has treated more than 4,000 pa- 
tients, including a number from neighboring countries. 

11. As during the first part of the reactor grant program, we have had to feel 
our way along. But this program can be grasped fairly easily by the man in the 
street, and consequently builds prestige and influence for the United States at 
the same time it meets critical needs in the countries assisted. These needs are 
identified by such means as survey missions of the type described below and 
surveys by the International Atomic Energy Agency which may, therefore, play 
a role in channeling these grants to qualified recipients. 

12. The $2,050,000 requested for 1960 would enable the United States to make 
grants to about 30 countries. 

13. Receiving countries are expected to provide the United States with tech- 
nical information developed as a result of the use of this equipment. 

14. Survey and development of peaceful uses, $500,000.—Technical and ad- 
visory services to foreign countries and international organizations have and 
will continue to help achieve our objective of maximum development within the 
means available to a cooperating country. Such surveys also provide guidance 
for wise expenditures under the atoms-for-peace program. 

15. Consideration is being given to the support of symposia to be conducted 
in conjunction with the International Atomic Energy Agency or regional organi- 
zations. This coming June, mutual security program funds will make possible 
the Second Inter-American Symposium on nuclear research and application to 
the life sciences which will be held in Buenos Aires under sponsorship of the 
Organization of American States. 

16. Also included as a possible activity under this item are training films. A 
package library of 45 training films can be made available for about $2,500. 

17. Contribution to the International Atomic Energy Agency, $750,000.—Many 
of the important activities of the International Atomic Energy Agency are sup- 
ported by assessed contributions from its membership as a whole. There is, in 
addition, a special account referred to as an operational fund derived from 
voluntary contributions of members, which is used to pay for the majority of 
the International Atomic Energy Agency’s operational and technical assistance 
activities. The goal for this fund is $1.5 million for the current calendar year. 
The Agency’s operational budget for 1960 is expected to be at least at the same 
level, and our voluntary contribution to the operational fund will be derived 
from this budget item. 

18. During the first year of its existence, the International Atomic Energy 
Agency not only made progress in organization and staffing, but also initiated 
a program designed to achieve its mandate of accelerating the development of 
peaceful applications of atomic energy throughout the world. 

19. The International Atomic Energy Agency already has made a noticeable 
contribution to improving world atomic technology through its operation of a 
training program and the provision of experts to less developed countries. Con- 
comitantly, the Agency has begun to implement its functions concerning health 
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and safe handling of atomic materials. To this end, meetings of experts have- 
occurred or are planned. Progress has been made in such fields as safe han- 
dling of radioisotopes, waste disposal at sea, and third party liability. 

20. I believe we all recognize that one of the prime responsibilities of the 
Agency lies in the provision of nuclear material under safeguards. The fur- 
nishing of uranium metal to a Japanese research reactor by the Agency and 
its establishment of initial safeguards procedures for this project augurs well 
for the International Atomic Energy Agency’s future. I should add that the 
uranium metal for this project is being made available by Canada at no charge 
to the Agency, a heartening example of the importance other member states 
attach to the International Atomic Energy Agency. 

21. Continued United States leadership and support of the Agency is, of 
course, required. The appropriation request now under consideration is a facet 
of this support. 

22. U.S. scholarship program, $750,000.—These funds will make possible the 
training in the United States of about 100 students sponsored by the Inter- 
national Atomic Energy Agency during the 1960-61 academic year. Applica- 
tions are made through the International Agency and processed in the United 
States by the National Academy of Sciences. This program is administered 
by the International Cooperation Administration. The representative of the 
Department of State is prepared to answer any questions you may have with 
respect to this item. 

23. In the atoms-for-peace program, effective nuclear energy activity is directly 
dependent on the technical competence of participating personnel. By providing 
these scholarships the United States will make possible a service that not only 
will strengthen the International Atomic Energy Agency but will continue to 
promote strong ties between our Government and other countries. 

24. In conclusion, let me affirm that, in its entirety, the sum requested here is 
based on value to the country or countries that will be benefited. But the 
United States will benefit, too, in terms of leadership in the atoms-for-peace 
effort—an effort that contributes significantly to the achievement of our foreign 
policy objectives of world peace and security. 

25. I will be happy to answer any questions you may have with respect to 
the research reactor and equipment grants and in connection with survey and 
development assistance. Representatives of the Department of State will reply 
to questions involving the International Agency and the scholarship program. 


STATEMENT OF RosertT S. McCortum, DEPUTY ADMINISTRATOR, BUREAU OF: 
SECURITY AND CONSULAR AFFAIRS, OFFICE OF REFUGEE AND MIGRATION AFFAIRS, 
DEPARTMENT OF STATE 


MIGRANTS, REFUGEES, AND ESCAPEES 


Mr. Chairman, the refugee problem with which countries of the free world 
continue to be faced embraces certain broad and interrelated political, economic 
and humanitarian considerations of direct interest to the United States. 

The United States, as the leading opponent of the Soviet system, is looked to 
for assistance by the refugee individually, and by the governments which afford 
him asylum. Prompt assistance to refugees and escapees counteracts Soviet 
propaganda attempts to convince these people that the West is indifferent to 
their plight. Once reestablished, those who have fled communism become a new 
source of political strength to the forces of freedom. Conversely, if left to 
languish without hope in refugee camps, they become fertile ground for the- 
spread of general political unrest and become susceptible to Communist re- 
patriation efforts. Unsettled refugees also constitute a drain on the economies 
of the countries of asylum. Prompt local integration or resettlement in other- 
countries where their knowledge and skills can be used reduces the pressure 
for continuing assistance on the part of the United States. 

The traditional concern of the American people for the oppressed and the- 
persecuted finds expression in the actions of the United States Government as 
a leader in humanitarian—but practical—world efforts in the refugee field. 

To permit the United States to continue this leadership, the total program 
funds requested for the three major refugee programs total $18,500,000 (in- 
cluding $12,200,000 for the Intergovernmental Committee for European Migra- 
tion requested pursuant to the permanent authorization for appropriations con- 
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tained in section 405(a) of the Mutual Security Act of 1954 as amended). This 
compares with a total of $22,300,000 appropriated for these programs for fiscal 
year 1959. 

The responsibility within the Department of State for bringing together U.S. 
Government policies and programs on refugee and migration matters has been 
assigned to the Office of Refugee and Migration Affairs (ORM). Established in 
April 1956, in the Bureau of Security and Consular Affairs, ORM provides a 
prompt and flexible mechanism for the development of refugee policies and 
programs an for efficient direction and control of field operations. The three 
main programs under its operational direction are: The United States Escapee 
Program (USEP). the Intergovernmental Committee for European Migration 
(ICEM), and the United Nations High Commissioner for Refugees (UNHCR). 
Each program attacks a different segment of the total problem and, without 
overlapping or duplication, contributes to the solution of these related problems, 

USEP concentrates on the resettlement and local integration of the more 
recent escapees from behind the Iron Curtain who are of special political in- 
terest to the United States; ICEM concentrates on the processing and trans- 
portation overseas of migrants and refugees; and the U.N. High Commissioner 
for Refugees concentrates on the resettlement or local integration of refugees 
who are not eligible for USEP assistance. A number of these are difficult 
cases—older refugess who escaped years ago—many of whom are still in camps. 


The United States Escapee Program 

The United States Escapee Program (USEP), through its specialized services, 
provides assistance to Soviet and satellite escapees in Kurope from initial re- 
ception, interim care, and maintenance to resettlement. Through other special 
projects USEP gives assistance to selected Soviet orbit escapees in other areas 
of the world. There were about 44,000 recent escapees registered with USEP 
in Europe and the Middle East on January 1, 1959. In concentrating its efforts 
on the early reestablishment of recent escapees, who continue to arrive in the 
West at the rate of about S00 per month, USEP serves United States interests 
by encouraging continuing liberal asylum and assistance policies on the part 
of governments of asylum countries and by promoting stability in asylum areas 
through the resettlement of politically vulnerable groups. 

To achieve its objective of extending immediate and direct assistance to 
escapees, USEP operates through contractual arrangements with private volun- 
tary organizations. These voluntary organizations have the technical know- 
how necessary for the successful processing of refugees and escapees and are 
representative of the major United States religions and nationality groups. 1 
should like to stress that the aid rendered through these agencies to the escapees 
is designed as a supplement to that provided by the governments of asyluin. 

The services which USEP renders to escapees includes supplementary food, 
clothing, shelter, sanitary and health services, and language and vocational 
training facilities. All phases of the program involved in furnishing such aid 
are closely supervised by the USEP staff through the careful development of 
program and projects, the negotiations of contracts, control of the registration 
of new escapees, the review of vouchers for reimbursement, frequent field in- 
spections of activities, and systematic project evaluation and end-use audits. 

Primary emphasis is placed on activities which will hasten the prompt 
resettlement of escapees. Resettlement projects adjusted to the needs of the 
individual provide registration and individual case counseling and assistance 
in securing visas. The USEP American staff, with the cooperation of other U.S. 
and allied security and intelligence agencies, conducts a comprehensive screening 
of all escapees in order to assure their anti-Communist bona fides and suitability 
for U.S. assistance. USEP may also provide overseas transportation and, in 
certain resettlement areas such as those where initial adjustment is difficult, 
reception and placement aid. Even with the most efficient and expeditious 
handling, these necessarily careful efforts require from 1 to 2 years to process 
the average recent escapee to assure that he is properly placed to become an 
independent, self-sufficient person in his new homeland. 

Other USEP resettlement projects provide special reestablishment of difficult 
cases through institutional placement or local integration in the economies of 
the asylum countries. Interim assistance projects are designed to improve 
reception facilities, create better camp conditions and provide food, clothing 
and medical care and insure special feeding for mothers and infants. Such aid 
is supplementary to that available from local resources from which over two- 
thirds of the aid is provided. 
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Now, perhaps as never before, there is need to continue our efforts in behalf 
of escapees. Continued aid to those who seek freedom maintains the consistency 
of our opposition to the Communist tyranny, and gives notice to both the slave 
world and the free that this cause will not be abandoned. It is important 
that the United States continue to demonstrate interest in all who escape, 
including the weak and the handicapped, many of whom will need special 
attention to become adapted to life in the free world. 

By the same gesture, the scientific arsenal of the free world is reinforced. 
During the past 2 years comparatively large numbers of highly qualified Euro- 
pean escapee scientists have entered the United States. To facilitate the 
continuing entry of such scientists, a contractual arrangement has been made 
with the National Academy of Sciences which is now completing an evaluation 
of over 900 more cases, including physicists, mathematicians, chemists, electrical, 
civil and mechanical engineers, and other natural scientists such as biologists 
and geologists. The Far East refugee program of the United States escapee 
program has assisted several hundred representatives of the scientific and 
academic fields to enter the United States under the terms of Public Law 85-316. 
One recent plane-load of anti-Communist escapees from Hong Kong included a 
professor of mathematics, a distinguished physicist, an MIT graduate chemical 
engineer, an aeronautical engineer, a surgeon, an educator with a doctorate 
of education from Columbia University, and over 20 other unusually qualified 
persons. 

The success of the escapee program and other free world assistance to 
refugees continues to be reflected in the intensity of the Soviet and satellite 
antiemigration campaign. It is cunningly designed to discredit and demoralize 
emigre groups, especially by inducing the repatriation of refugees. The Com- 
munist instigated special publications for refugees, the radio broadcasts, the 
individual letters and visits, and the activities of the Soviet Committee for 
Return to the Homeland (and its satellite counterparts) all continue relentlessly. 

During fiscal years 1958 and 1959, in the interest of placing USEP assistance 
to new refugees on a more current basis, a concentrated effort was begun to 
find a satisfactory solution for those escapees who fled their homeland more 
than 3 years ago. Already we have achieved a substantial degree of success; 
approximately 85 percent of such cases have been removed from the caseload. 
This involved the reestablishment of most of the so-called difficult to resettle 
and handicapped cases that constitute much of the older caseload. Most of 
these persons had already previously been rejected for resettlement by 
immigration countries. 

This effort to clean up the old caseload will be continued and intensified 
during the coming year Overseas resettlement, where possible, will get priority 
emphasis, including further efforts to develop new resettlement opportunities. 
However, an increasing number of local placements through institutional care 
or other permanent integration arangements in asylum countries will also be 
earried out. The completion of the special program by January 1, 1960, should 
enable USEP henceforth to devote all its effort to the new escapee so as to 
insure his reestablishment within a maximum period of 3 years from his escape 
date. 

Since its beginning in 1952 USEP has helped over 300,000 escapees. Due to 
our success in reducing the caseload through resettlement and local integration, 
we are requesting only $5.2 million for USEP for fiscal year 1960, a reduction 
of $3.4 million from the $8.6 million appropriated in 1959. 


The Intergovernmental Committee for European Migration 

ICEM was organized on U.S. initiative at the Brussels Conference on Migration 
in 1951, initially with 15 members. There are now 28 government members. 
Although not a United Nations body, ICEM collaborates closely with the Inter- 
national Labor Office and the United Nations High Commissioner for Refugees. 

ICEM’s primary purpose is to facilitate and increase the movement of migrants 
and refugees out of Europe, who would not otherwise be moved; and simul- 
taneously to supply needed manpower to the developing economies of overseas 
immigration countries, such as Australia, Canada, the Latin American countries, 
New Zealand, South Africa and Rhodesia. Austria, Italy, Spain, the Netherlands 
and Greece are overpopulated countries in Europe requiring international assist 
ance to move excess pepulations. Selected emigration must still take place 
from Germany, due mostly to her unbalanced population structure, the residual 
presence of targe nurnbers of non-German refugees, and the constant arrival 
of German refugees from Soviet-controlled areas. 
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The United States is interested in maintaining economic and political viability 
in these friendly allied countries in Europe. This purpose will be jeopardized 
if these countries remain overburdened by more population—whether nationals 
or refugees—than their economies can absorb in terms of available space and 
capital investment. 

ICEM moved 810,000 persons out of Europe between January 1, 1952, and 
December 31, 1958. Of this total, approximately 45 percent were refugees. 
Included in the total refugee groups were 62,722 Hungarian refugees moved 
to overseas countries. In addition, 12,635 European refugees were removed 
from Communist China through Hong Kong during the same period. Of the 
nonrefugee group moved by ICEM, one-third has consisted of wives and children 
joining the breadwinner of the family who has preceded them overseas. These 
family reunions have contributed to the stabilization of recent migration. 

Total movements in 1957 were 180,000, the highest of any year in ICEM’s 
experience. With fewer Hungarians to be moved out of Europe and the lessen- 
ing of political and economic pressures on migrants in Europe, overseas move- 
ments totaled 94,000 in 1958 of which 39,000 were refugees. In 1959 and 1960, 
total movements are expected to approximate 125,000 per year. 

Since the substantial movement in 1957, there has been a growing demand 
in receiving countries for better balance in their total intake between skilled 
and unskilled immigrants. It is estimated that each skilled immigrant makes 
possible the employment of three unskilled indigenous or immigrant workers. 
In response to this demand, ICEM has assisted immigration governments to 
improve their procedures for determining requirements in terms of the numbers 
and skills of immigrants and for selecting such immigrants abroad; and has 
given technical assistance to emigration countries, such as Italy and Greece, 
in organizing language, vocational and orientation courses for migrants already 
preselected for emigration. In addition, efforts have been made to exploit new 
opportunities for emigration from Europe developing in Rhodesia and the 
Union of South Africa. 

To provide the United States contribution to ICEM for these movements, an 
appropriation for fiscal year 1960 in the amount of $12,200,000 is requested, @ 
reduction of $300,000 from fiscal year 1959. Of this amount, $900,213 is for ad- 
ministrative expenditure and $11,299,787 for operational expenditure. The 
United States contribution to the operational expenditure is voluntary and may 
not exceed 45 percent of the cash contributions of all member governments; the 
administrative expenditure contribution is obligatory. 


The United Nations High Commissioner for Refugees 


The United Nations High Commissioner for Refugees (UNHCR) was author- 
ized by a United Nations General Assembly resolution of December 2, 1957, to 
conduct a program to succeed the United Nations Refugee Fund (UNREF) which 
ended December 31, 1958. The UNHCR’s program is flexible, designed to avoid 
rigid long-term plans by enabling governments to determine on an annual basis 
the specific refugee problems to which they wish to contribute during the par- 
ticular year and which can be eliminated or reduced by international effort 
during that year. 

During 1959 and 1960 the new program will be engaged in completing certain 
of the unfinished undertakings of the UNREF program including primarily the 
camp clearance program. The balance of the new program will be concentrated 
upon a few selected categories of refugees for whom material aid is considered 
to be an international responsibility, as opposed to those for whom solutions 
can reasonably be expected from the governments of the countries in which the 
refugees are located. These selected categories include particularly refugee 
families with children living under substandard conditions and physically handi- 
capped or aged refugees. Aid will also be continued for refugees of European 
origin leaving China, and to meet any new refugee emergencies which may arise. 

The implementation of the program is supervised by an Executive Committee, 
on which the United States serves, and which approves specific programs and 
authorizes appeals for funds. 

The $1.1 million requested for 1960 is a reduction of $100,000 from the amount 
appropriated for the High Commissioner’s program last year. This reduction, 
while taking into account the continued significance of the Soviet orbit refugees 
as a symbol of freedom in the cold war, also serves notice on the governments 
of the countries of asylum that international aid is available only for a diminish- 
ing number of refugees who clearly constitute an international responsibility. 
The United States contribution of $1.1 million will be made subject to the con- 
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dition that it not exceed one-third of the total contributions to the UNHCR pro- 


gram from all governments for this purpose in 1960. 


Other programs 

In addition to these three major operational responsibilities, ORM is currently 
eoncerned with urgent problems involving refugees (mostly Jewish) from the 
United Arab Republic, Dutch from Indonesia, Algerians in Tunisia and Morocco, 
refugees from Indochina in Thailand, and migrants from the Ryukyus. There 
will undoubtedly be need to assist Tibetan refugees. Similar problems concern 
Palestinian Arab refugees, but these problems are discussed in another part of 
this presentation. Each of these special problems is important to United States 
foreign policy considerations. 

Two recent developments in the refugee field reflect the widespread awareness 
of and interest in refugee matters. On December 5, 1958, the General Assembly 
of the United Nations adopted a resolution for a World Refugee Year to begin 
in June 1959. The United States cosponsored and supported this resolution 
which urged member States to cooperate, in accordance with the national wishes 
and needs of each country, in promoting a World Refugee Year as a practical 
means of focusing world attention on the continuing refugee problem. The 
recently established United States Committee for Refugees, a nongovernment 
group of interested private individuals, is now consulting with the Department 
of State and will help to develop a comprehensive public private program for 
effective United States participation in the World Refugee Year. The funding 
of any such program will have to be separate from the funding for the normal 
programs which are outlined in this appropriation request. 

Much progress has been made in the various segments of the overall refugee 
program. One of the most significant achievements has been the resettlement 
and integration of almost all the Hungarian refugees who fled from Hungary 
following the October 1956 revolt. Of the 200,000 Hungarian refugees who es- 
eaped to Austria and Yugoslavia by the end of 1957, none now remain in Yugo- 
slavia and only 13,000 remain in Austria. Of the 13,000, probably not more 
than 5,000 wish to emigrate. 

In spite of the efforts made and the generous help which the governments of 
the free world, the international organizations and private agencies have given 
to hundreds of thousands of refugees since the end of the last war, there still 
remains a significant and complex refugee problem to be solved. It is not a 
temporary problem; neither is it a static one. As an outgrowth of modern 
political development, it is a problem which poses an extremely delicate and 
difficult task which is international in scope and combines a demand for firmness 
and resolution with great human understanding, patience, and imagination. 


The CuarrMan. Do you have anything else, Mr. Shuff ? 
Mr. Suvurr. No, sir, Mr. Chairman. 
The CHarrMan. Thank you. 
We are adjourned until Monday at 10 o’clock. 
(Whereupon, at 11:50 a.m., the committee adjourned, to reconvene 
at 10 a.m., Monday, May 18, 1959.) 
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MONDAY, MAY 18, 1959 


U.S. SENATE, 
CoMMITTEE ON ForeiGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a.m., in execu- 
tive session, in the committee room, U.S. Capitol Building, Senator 
J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright, Sparkman, Mansfield, Morse, Wiley, 
Aiken, and Carlson. 

The CuarrMan. General, we had better start. 

Monday morning is “blue Monday,” you know, and everyone’s office 
is full of mail and visitors. Other committee members will arrive a 
little later, but there is no reason for us to delay. 

The committee will come to order. We are very happy, indeed, to 
have the Chairman of the President’s Committee to Study the United 
States Military Assistance Program, Gen. William H. Draper, Jr. 

He is accompanied by George McGhee, former Ambassador to Tur- 
key and former Assistant Secretary of State for Near Eastern, South 
Asian, and African A ffairs. 

You have a prepared statement, I believe, General Draper. 

Mr. Drapver. Yes, sir. 

The CHarrMan. Will you proceed, please ? 


STATEMENT OF WILLIAM H. DRAPER, JR., CHAIRMAN, THE PRESI- 
DENT’S COMMITTEE TO STUDY THE U.S. MILITARY ASSISTANCE 
PROGRAM; ACCOMPANIED BY GEORGE McGHEE, FORMER AM- 
BASSADOR TO TURKEY AND FORMER ASSISTANT SECRETARY OF 
STATE FOR NEAR EASTERN, SOUTH ASIAN, AND AFRICAN 
AFFAIRS 


Mr. Drarer. Mr. Chairman and Senator Carlson, of the Foreign 
Relations Committee, it is indeed a pleasure and a privilege to appear 
before this distinguished committee to present to you the conclusions 
and recommendations of the Committee appointed by President Eisen- 
hower to study the mutual security program and particularly its 
military assistance aspects and the relative emphasis which should be 
placed on military and economic assistance. 

In Geneva, our Secretary of State, Mr. Herter, and the Foreign 
Ministers of Gr ‘eat Britain and France are meeting with Mr. Gromyko, 
the Russian Foreign Minister, in a meeting intended to lead to summit 
meetings in which “President. Eisenhower and other heads of state will 
meet with Mr. Khrushchev. 

697 
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Mr. Khrushchev’s point of view was made very clear in his four- 
word statement and threat, “We will bury you.” 

Last month in Leipzig, Khrushchev also repeated Lenin’s prediction 
that communism some day would rule the world. But he said that the 
World War that Lenin predicted to signal the death throes of capital- 
ism might not occur. I quote Khrushchev’s words: 

War is no longer inevitable. This is so not because the imperialists have become 
better, but because they have become weaker. The forces of peace are stronger 
than ever before. 


STRENGTH OF U.S.S.R. AND COMMUNIST CHINA 


Khrushchev’s “forces of peace” obviously are the forces of com- 
munism and, unfortunately, his statement is correct that they are 
stronger than ever before. 

Russia’s conventional forces of 175 active ground divisions and 
more than 20,000 combat planes now are being greatly strengthened 
with nuclear weapons and with intermediate and long-range ballistic 
missiles. 

And to those forces the manpower of Communist China now is 
joined to face the free world with the greatest military threat in 

istory. 

At the same time, Russian industrial production has been forging 
ahead at a pace faster than our own. 

And China’s industrial surge, her so-called great leap forward, 
claims greatly increased agricultural production and a steel produc- 
tion that surpasses that of Great Britain. 

Fortunately for us, the Soviet and Chinese factories are still far 
behind ours, but they are moving forward at a rate that does not 
allow us to relax—that has serious implications for our future. 

The Kremlin already has put the increased production of these 
factories to work in the cold war—in the stepped-up distribution of 
arms, and of economic assistance and technicians to selected countries. 

This is a relatively new weapon for the Kremlin, this economic 
offensive. 

So it is with this background, and in the context of this growing 
military, political and economic threat to the free world that we 
must view the approaching crisis in Berlin. 

And it is in this same context of open threats of war—and open 
threats of nuclear destruction over Berlin—that we must consider the 
necessity and the scope of our mutual security program. 


COMPOSITION AND PURPOSES OF PRESIDENT’S COMMITTEE 


Last November President Eisenhower appointed our committee 
to consider this necessity and this scope. 

The Committee has 10 members, 3 of them retired professional 
military men: Admiral Radford, former Chairman of the Joint 
Chiefs of Staff; General Gruenther, former commander of NATO; 
and General McNarney, former commander of the European theater. 

It includes seven civilians, two of them former Budget Directors: 
Joseph Dodge, a Republican who under General MacArthur balanced 
postwar Japan’s budget and started that nation on the road to recov- 
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ery; and James Webb, a Democrat who served also as Under Secretary 
of State. 

The others are: John McCloy, Assistant Secretary of War during 
World War II and later High Commissioner of Germany; George 
McGhee, former Assistant Secretary of State and Ambassador to 
Turkey under President Truman; Dillon Anderson, former Director 
of the National Security Council staff; and Marx Leva, former 
Assistant Secretary of Defense. 

The President asked our Committee to evaluate the military assist- 
ance program on an independent, objective, and nonpartisan basis. 

And he asked us to study the relative emphasis which should be 

iven to military and economic programs—particularly in the less- 
eveloped areas—and to recommend the most suitable means whereby 
the free world’s defenses may be insured. 

We discussed these problems with the responsible and informed offi- 
cials in Washington. 

We studied the relevant national security policies of our Govern- 
ment—and the secret reports and policy papers of the Department 
of State and the Department of Defense. 

We also at that time, I might say, had the pleasure of meeting with 
a group from this Committee, and had very good consultations and 
advice. 

We then formed into subcommittees, and then with small staffs vis- 
ited all of the areas and most of the countries where important mili- 
tary and economic assistance has been strengthening our friends and 
allies. We were accompanied by senior retired military advisers. 

We consulted our unified commanders in Europe and in the Pacific. 

We consulted our Ambassadors and the economic and military offi- 
cers assigned there. We visited with officials and private citizens of 
the countries concerned. 

Several university groups and others expert on mutual assistance 
made special studies for our use. 








SUMMARY OF COMMITTEE’S INTERIM FINDINGS AND 
RECOMMENDATIONS 


After all of this, and after long Committee discussions, our interim 
findings and recommendations were agreed and delivered to the Presi- 
dent. They were unanimous. I can summarize them for you this 
way: 

We are convinced that the Communist military, economic, and 
political threat is greater than ever. 

We found that deliveries of weapons and military equipment to our 
friends and allies, averaging $2.4 billion annually, have been main- 
tained at this necessary rate in recent years by heavy drawdowns on 
the large pipeline of unexpended appropriations built up during the 
Korean war. At onetime it was over $8 billion. 

This pipeline has been reduced to the point—it will be $2.5 billion 
this June, barely enough for necessary contract and production lead- 
time—where it cannot be counted on to supplement the current lower 
appropriations to'any substantial degree. 
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ADDITIONAL $400 MILLION RECOMMENDED FOR MILITARY ASSISTANCE 
PROGRAM 


Last year, Congress appropriated $1.5 billion for military assist- 
ance, but some $800 million was added from the pipeline so that actual 
deliveries this year will be over $2.3 billion—about the average of the 
past few years. But this cannot be done again. 

Unless we start now appropriating funds each year about equal to 
the value of annual deliveries required, within a year or two the weap- 
ons we furnish our friends and allies will be reduced by about one- 
third. 

Therefore, we recommend that an additional amount of about $400 
million should be made available for the military assistance program 
for the coming year, primarily to supply advanced weapons to the 
NATO countries. 

We believe that any other course would involve an unacceptable 
risk to our own security. 

if this additional amount is appropriated to contract for the mis- 
siles, nuclear weapons and modern planes needed to strengthen the 
NATO buildup, it will not significantly increase actual expenditures 
in 1960, because of the year or two needed to produce them. 


ECONOMIC AID 


We found that in view of the precarious economic situations in 
many of the less developed and newly independent countries, and the 
need for sound progress in these countries for our own security, the 
requested level of economic assistance for 1960 is the minimum re- 
quired, and that increased economic development assistance probably 
will be needed in the years ahead. 

The free world’s farflung defense perimeter is manned jointly by 
allied and U.S. forces. 

It extends through the NATO area in central Europe, through the 
Middle East and around the rim of Asia to the northern Pacific. 

The weapons for the allied forces defending this perimeter have 
been furnished very largely by our military assistance program. 

The economic support needed by many of the countries concerned 
has been supplied through the economic aid program. 

It isa very wide area, important to our security; the nations of this 
area cannot defend it without our help. 

Together we do have the strength. 

Within this perimeter are the homelands of our friends and allies 
and the means by which together we can maintain mutual bases, room 
for maneuver, defense in depth, and unrestricted use of the seas. 

If strong and well-armed forces hold these perimeter positions, then 
in the event of local aggression our friends and allies and we ourselves 
gain time for reinforcement. 

Equally important, we gain time for political action. 

These forces-in-being give the free world advantages should war 
come. 

But more importantly, they represent a major deterrent to aggres- 
sion and an opportunity through negotiation to avoid war itself. 

The capacity of these forward allied forces to meet limited attack, 
greatly strengthened by our weapons in their hands, provides another 
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and much more acceptable alternative than either surrender or resort 
to atomic warfare. 
This was demonstrated for all of us recently at Quemoy. 


PAST CRITICISM OF PROGRAM 


All of us realize that the military and economic assistance pro- 
grams have been subject to criticisms. 

We on the Committee found that some of these criticisms were justi- 
fied, and we propose in our final report to deal with the major mistakes 
of the past and to suggest some corrective measures and organizational 
improvements for the future. 

Our Committee concluded, however, that the mutual security pro- 
gram is and will continue to be an effec “tive and essential tool to carry 
out our national secur ity interests and to promote free world defense. 

To abandon the program, for errors in execution or for any other 
reason, would be to abandon the free world and to lose the cold war. 

We commented, and I quote: 

In our fascination with our own mistakes, and the constant use of foreign 
aid as a whipping boy, we may be gradually choking this vital feature of our 
national security to death. 

Any fair-minded appraisal of the mutual security program cannot 
fail to conclude that the results have contributed immeasur ably to our 
strength and security. 

Had it not been for the Marshall plan, there is little doubt that 
the dramatic recovery of Western Europe would have been impossible. 

Had it not been for the NATO alliance, there is little doubt that 
some of the free countries of Europe w ould, like Czechoslovakia, have 
long since been dragged behind the Lron C urtain. 

Think about that for a moment—of even more of Western Europe 
blotted off the map of the free world. 


PROGRAM IN THE FAR EAST 


[ went to the Far East on the work of our Committee. I was in 
Taiwan shortly after the Republic of China forces had successfully 
repulsed the Red Chinese attempts to engulf Quemoy and Matsu. 

Without our military and economic assistance, this victory of our 
Chinese allies would have been impossible. 

We furnished the artillery and the ammunition that in the hands 
of Chinese gunners fought the Communists to a standstill. 

We had furnished the F—86’s and trained the Chinese pilots who 
knocked 31 Communist MIG—17’s out of the air with a loss of only 
2 or 3 planes. 

I saw the actual movies of these aerial dogfights, taken from the 
firing gun positions in the F—86’s. 

They were terrific and at the same time inspiring. For they 1l- 
lustrated graphically just how our military assistance prevents defeat 
for our allies and for ourselves, and at the same time it helps to pre- 
vent local conflicts from spreading—possibly to world war proportions. 

Thus, this Communist punch was thrown back by those directly 
attacked without involving America’s own forces in battle which 
would have dangerously threatened war between ourselves and Com- 
munist China, and perhaps with Russia as well. 
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I should like to conclude by reading excerpts from a recent speech 
by Ambassador Tran Van Chuong of Vietnam. He said: 

We have lulled ourselves into half consciousness and half action by calling it 
the cold war, but during these last 14 years this cold war has almost always 
been hot for some people or other of the free world. 

It was hot for the Chinese mainland for 4 years, from 1945 to 1949, during 
the Chinese civil war. 

It was hot for the Vietnamese and the French for 8 years, during the Indo- 
chinese war. 

It was hot for Korea, for the United Nations, and the United States, itself, for 
3 years, during the Korean war. 

It was hot for Hungary in 1956. 

It was hot for Quemoy, Matsu, and Nationalist China yesterday. 

It is hot for Tibet now. 

It may be hot for all of us tomorrow. 


He added: 


Most of the time, all the Communists had to do was to divide and conquer, 
and the cold war has been cold only when the Reds were digesting their victims. 

In considering the importance and the need for the mutual security 
program, I ask each one of you to think over seriously these stark com- 
ments by the ambassador of a country which has itself suffered greatly 
from Communist aggression. 


RELATIVE EMPHASIS ON MILITARY AND ECONOMIC AID 


Several members of your committee, including your chairman, 
Senator Fulbright, raised the question with President Eisenhower in 
a letter some months ago as to the relative emphasis between military 
and economic assistance. I would point out that the emphasis is 

radually and properly shifting in favor of economic assistance. 

‘hree years ago, 60 percent of the total was for military assistance. 
Deliveries this year will be approximately 50-50. The administra- 
tion’s request for 1960 is 60 percent economic—40 percent military, 
reversing the percentages of 3 years ago. 

However, unless our friends and allies have sufficient military 
strength, and I am talking now of the underdeveloped countries, and 
particularly of those like Korea, Taiwan, and Vietnam, where they 
face a direct Communist threat, unless these countries have sufficient 
military strength to meet local aggression and to insure internal 
security, economic development simply cannot take place. 

In quite a different and even more important sense, the military 
strength of the NATO area must be maintained and increased by the 
addition of advanced weapons, of modern planes, and adequate air 
defense and warning systems, of tactical nuclear weapons, and of 
intermediate range missiles. It is primarily for this latter purpose, 
the need for which is emphasized today by the Russian attempt to 
throw us out of Berlin, that our committee has recommended $400 
million additional military assistance. The President has approved 
the need for these additional weapons and has advised the Congress 
that later this year he will again evaluate the situation, determine 
to what extent these weapons can be furnished, within the appro- 
priations granted, and then decide what additional appropriation 
request is needed. 
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$400 MILLION PRIMARILY FOR NATO AREA 


On behalf of our Committee, and I stress that its findings were 
unanimous, I would urge in all sincerity and believing our recom- 
mendation to be the interest of our own U.S. security, that the full 
amount of $1.6 billion requested by the administration for military 
assistance be authorized by this committee. In fact, our group believes 
that it should be $400 million more. 

I also recommend on behalf of our Committee that the amounts 
requested for economic assistance are the minimum required and 
should also be authorized in full. 

I should also take this opportunity to thank Senator Fulbright, 
Senator Green, and the many other members of the Foreign Relations 
Committee who have assisted the work of our group with suggestions 
and advice on several occasions when we have been privileged to 
consult informally with them. 

Thank you, sir. 

The Cuatrman. Thank you, General. That is a very cogent state- 
ment, a very interesting statement, and I think it will be very valuable 
to this committee. 

I wonder, Mr. Ambassador, would you like to add anything at this 
time on your own ? 

Mr. McGuer. Mr. Chairman, I thank you very much for the oppor- 
tunity. I came really to support Mr. Draper and to add whatever 
he wished me to add to his testimony, unless there are some specific 
questions you would like to raise with me. 

The CHarrman. There will be some questions. I thought maybe 
there was something you would care to volunteer. 

Mr. Draper. Senator, it occurred to both of us that since the letter 
that several of your gentlemen had written undoubtedly had reference 
to several countries in the Middle East, and since Mr. McGhee had 
visited that area and I had not, personally, that it might be useful to 
the committee if he was with me. 

Naturally, both of us are very ready to answer any questions that 
we can to try to illustrate this problem. 

The CuHamman. I know the committee will have a great many 
questions. 

If I understand you correctly, your particular recommendation on 
the $400 million is with regard to the NATO forces, and especially 
with regard to missiles in the NATO field; is that correct? 

Mr. Draper. Missiles and other advanced weapons. 

The Cuarrman. Inthe NATO area? 

Mr. Drarer. We had in mind that a comparatively small amount 
of additional weaponry or increase in weapons strength was needed 
in the Far East, but it was primarily for the NATO area, yes, sir. 


MILITARY AID TO LATIN AMERICA 


The Cuarrman. Let me see where I might begin, General. 

Judging by much of the criticism that has developed within the 
committee with regard to other witnesses, I believe it is fair to sa 
that some members feel the military assistance program is too broad, 
lacking discrimination and selectivity. 











704 MUTUAL SECURITY ACT OF 1959 


For example, they don’t criticize the NATO military aid so much, 
but are very critical of the Latin American aid. 

The reason—and here again I am interpreting—but it is my impres- 
sion and my own feeling—is that military aid in the case of Latin 
American countries, underdeveloped countries struggling to establish 
themselves politically and economically, not only doesn’t really add 
to our overall defensive strength, but creates frictions among these 
countries that tend to weaken them politically and economically. 

A very large percentage of their gross national production goes 
into the military, and results in military means, on the one hand, to 
impose an unpopular administration domestically or, on the other, 
to meddle in their neighbors’ affairs. 

I mean, they haven’t yet developed mature, sophisticated govern- 
ments, and there is a strong feeling that this program, administered 
as it is, treating each nation individually, not only doesn’t add but in 
a sense weakens our overall strength. 

The suggestion has been made that the military assistance program 
for Latin America should be cut out entirely, or that as an alterna- 
tive, it might be administered regionally only, and not to individual 
countries. As a matter of fact, there is already the OAS, and under 
the OAS there is an organization that advises on military affairs 

Mr. Draper. An Inter-American Defense Board. 

The Cuarrman. Inter-American Defense Board. I wonder if you 
would care to comment on that, because it has bothered the committee. 

Mr. Drarer. Senator, I can quite understand the questions that have 
arisen. I have had the opportunity to discuss this with Senator 
Morse, who is particularly concerned. 

The program is approximately a little less than $100 million for 
Latin America; if you exclude Brazil, where there is a special situa- 
tion that the committee is fully aware of, and if you exclude about 
$25 million that is for credit sales, it leaves about $40 to $50 million, 
so that the actual amount spread over 12 countries is not large. 

I would like to deal first with the part of that that is training. 
Our subcommittee who visited Latin America, consisting of Mr. Webb, 
former Budget Director and former Under Secretary of State, and 
General Bolte, retired, former head of the Inter-American Defense 
Board, and pretty familiar with the problems involved—who was 
serving without compensation to assist as a senior adviser—came to 
the conclusion that the training money that had been used had been 
exceedingly useful, that it brought a great many of the officers of the 
various countries’ forces to this country in our schools, Armed Forces 
schools, and had developed in those officers as a group a somewhat 
larger understanding of the United States and its objectives. Their 
recommendation was that, if anything, that type of expenditure should 
be increased, and I believe that comports with the House subcommittee 
report which came out a few days ago which recommends the same 
thing. 

So far as the expenditures country by country, aside from train- 
ing, are concerned, they have been justified in the past on the basis 
that these countries’ military forces are an important element in 
the defense of the Western Hemisphere [deleted], and that some 
assistance to their objectives and ambitions and needs from the mili- 
tary equipment point of view was desirable and justified. 
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PHASING OUT MILITARY AID TO LATIN AMERICA 


Our subcommittee’s conclusion—and I believe our Committee 
agreed to it—was that there were certain commitments and continuing 
negotiations and understandings that should be carried out, but over 
a period of a few years the erant of military equipment should be 
phased out and substituted by credit sales or direct sales, which is a 
tendency, evident in the appropriation requests, where nearly half of 
the total is scheduled now for sales on credit. 

The Cuarrman. If I may, to summarize your position, it is that 
you think moving in that direction is all right, but you wouldn't wel- 
come a sudden cha ange; is that right ? 

Mr. Draper. I believe that to make a sudden change in Latin Amer- 
ica, and I assume that the committee and the Congress would prob- 
ably want in any case to carry out implicit or explicit understandings 
of commitments, but to make a sudden change, even aside from that, 
I fear would lee d to the feeling, an increased feeling i in Latin America 
which is pretty evident already in the economic and some other fields, 
that Latin America is treated somewhat as a sideshow, and whereas for 
good and sufficient reasons perhaps the American people are giving 
military assistance in much larger scale to other parts of the world, to 
eliminate it suddenly and completely in Latin America I think politi- 

cally would be somewhat damaging. 

The CuarrMan. The other argument is that we are getting ready to 
authorize, and I think we will, a sizable contribution to the Inter- 
American Bank. In addition, there are the loans which have been 

uite large, from various agencies, such as Export- Import Bank, 

ieadteal Bank, and Monet tary Fund. It seems to me it is fair 
to argue that being remote from Russia itself, and the immediate 
threat, Latin America certainly is distinguishable from a case like 
Korea or Germany or Turkey. Those are areas quite different. 

That is the basis of the argument. We don’t wish to discriminate 
against Latin America overall, but the conditions do not warrant the 
same or anything like it. 

Mr. Draper. I live in Mexico, and Mexico doesn’t have a mutual 
security pact with the United States. They have handled their own 
military with one exception. They did buy some arms on credit 2 or 3 
years ago, and so that is perhaps a perfect illustration of the type of 
situation that we visualize should eventually come about in each of the 
countries. 

But I would urge against a sudden and drastic shift in a policy that 
has developed relationships between our officers in the three services 
and the officers of the armed services in these countries. I have seen a 
little of it—I have been in two or three of them. There is a warm feel- 
ing, and I believe our officers have to a certain degree, at least, shown 
a leadership capacity that has influenced the officers of a number of 
these military services. If you add up the amounts or look at the 
amounts, excluding training—a few hundred thousand dollars in one 
country, a couple of million in another—and consider that there are 
8 or 10 of them involved, scaling down over a 3- or 4- or 5-year period, 


I would recommend, would be more in keeping with the political 
realities. 
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HOUSE FOREIGN AFFAIRS SUBCOMMITTEE REPORT ON LATIN AMERICA 


Senator Morse. Would the Senator from Arkansas yield on that 
point, to supplement the record ? 

The CuarmMan. Yes. 

Senator Morse. The general has referred to the Selden report, and 
I think it would be a good thing to have it placed in the record. 

(The report referred to follows :) 


Report oN U.S. RELATIONS WITH LATIN AMERICA BY THE SUBCOMMITTEE ON 
INTER-AMERICAN AFFAIRS OF THE COMMITTED ON FOREIGN AFFAIRS,’ May 
12, 1959 

I. THE IMPORTANCE OF LATIN AMERICA 


A. Changing emphasis of U.S. foreign policy 

During World War II and subsequently, unremitting Communist efforts to 
dominate the world brought about a significant change in U.S. foreign policy. 
The United States assumed global commitments to meet the threats. As inter- 
national communism sought to expand in Europe and Asia, it was necessary 
for the United States to give more attention to those critical areas. 

This shift in emphasis should not imply a reduction in the importance of 
Latin America nor an indication of flagging interest on the part of the people 
of the United States. Indeed, in the present precarious world situation, close 
inter-American ties are more necessary than ever before. 


B. Strategic importance 


Strategically, Latin America remains a significant region in defense calcula- 
tions. It continues to be of primary strategic importance militarily, as well as 
constituting a principal source of critical raw materials and foodstuffs. While 
inter-American cooperation is vital under any conditions, it is particularly so 
in the event of war. 


C. Economic importance 


In economic terms, the other American Republics comprise an important 
element in our mutual well-being. As a market for U.S. exports last year, 
Latin America was second only to Western Europe, taking 26 percent of our 
commercial exports. Latin American purchases contribute to the prosperity of 
widely varying sectors of our own economy. Last year, for instance, 33 percent 
of our total exports of machinery was purchased by the region; 43 percent of 
transportation equipment; 33 percent of dairy products; 30 percent of chemicals 
and related products; 32 percent of cotton manufactures; 37 percent of paper 
and paper products; and 35 percent of iron and steel-mill products. 

On the other side of the trade ledger, Latin America in 1958 was the principal 
regional source of U.S. imports, supplying 28 percent of the total. Well over 
half of all U.S. purchases of food imports and about one-fourth of our industrial 
imports came from the Latin American countries. 

In addition, U.S. direct private investments in Latin America now amount to 
over $9 billion, more than in any other region in the world. 


D. Political importance 


The 20 Latin American Republics encompass an area 2% times the size of the 
United States and contain some 188 million people. If the present birthrate 
continues, it has been estimated that in 40 years the population will exceed 
500 million. 

It is frequently pointed out that the 20 Latin American votes at the United 
Nations are a valuable asset to the free world. Beyond the vote counting of 
governments on specific issues, the aggregate devotion of these people to human 
progress within free societies can add a formidable voice for freedom. 

In view of the historical ties, and in view of our intricate strategic economic 
interdependence with the American Republics, good relations with Latin America 
are indispensable to the overall strength of the Western Hemisphere. 


1Hon. Armistead I. Selden, Jr., Alabama, chairman; Hon. Barratt O’Hara, Illinois; 
Hon. Dante B. Fascell, Florida; Hon. Omar Burleson, Texas; Hon. Donald L. Jackson, 
California ; and Hon. Chester E. Merrow, New Hampshire. 
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II. CURRENT UNITED STATES-LATIN AMERICAN RELATIONS 


The demonstrations against the Vice President last spring and the more recent 
hostile outbreaks in Bolivia are indicative of continuing misunderstanding as 
between the United States and some of its Latin American neighbors. Underlying 
these misunderstandings are several real conflicts of interest, such as the effect 
of our trade policies on key Latin American commodities. 

Serious problems have confronted us in the past. Subsequent to the enuncia- 
tion of the good neighbor policy, the difficulties brought about by the depression 
and by dislocations due to the war were probably greater than those which 
confront us today. Yet, it was possible then to reach amicable understanding, 
even to disagree on issues, without appearing to strain the entire fabric of 
inter-American relations. Today, even the relatively minor irritations seem to 
give rise to intense antagonisms. 

We will improve inter-American relations only if we understand that inter- 
American tensions go beyond specific problems and incidents. 


III. BACKGROUND OF CURRENT LATIN AMERICAN PROBLEMS 


A brief background of the current Latin American scene may be helpful 
before discussing the basic causes of inter-American tensions. 

The region is in the midst of an epic social revolution that transcends national 
borders. The vast majority of the people are impatiently demanding visible 
improvements in their living conditions. Parallel to the clamor for economic 
improvements is a demand for more voice in their governments. Recent revolu- 
tions in Argentina, Colombia, Venezuela, and Cuba attest to the Latin American 
determination to achieve liberation from oppression. 

The success of the revolutions will be gaged in part by the ability and capacity 
of the new governments to remedy existing economic and political inequities. 
Meanwhile, Communist agents are on hand to play upon the earnest desire for 
economic reforms by pointing to the creation in Russia in only two generations 
of a modern industrial state. The Communists have also seized upon Latin 
American grievances against the United States, real and imaginary, to fan 
hatred for and envy of their northern neighbor. 


IV. LATIN AMERICAN GRIEVANCES 
A. Support of “dictators” 


The charge that the United States supports “dictators”? in the hemisphere 
came forcefully to light after the unfortunate demonstrations during the Vice 
President’s South American tour. Today, a frequently heard complaint among 
Cubans is that we supported the Batista government. 

It is the policy of the United States, as it is of all the other American Repub- 
lics, to maintain official relations with all Western Hemisphere governments, 
whether the people of Latin America consider them good or bad. Resolution 
XXXV of the Ninth International Conference of American States (Bogota, 1948), 
to which all countries were signatory, stresses the desirability of continuous 
diplomatic relations regardless of what type of government happens to be in 
power. The resolution reads: 

“WHEREAS: 

“The American States have taken countless practical measures to strengthen 
their cooperation in economic, social, political, cultural, juridical, and military 
matters ; 

“The Charter of the Organization of American States recognizes the mutual 
advantages derived from inter-American solidarity, and afford the Organization 
permanence and continuity ; 

“The development of the activities and the full benefits of inter-American 
cooperation can be realized more effectively if continuance and friendly relations 
are maintained among the States, 

“The Ninth International Conference of American States Declares: 

“1. That continuity of diplomatic relations among the American States is 
desirable. 

“2. That the right of maintaining, suspending or renewing diplomatic relations 
with another government shall not be exercised as a means of individually ob- 
taining unjustified advantages under international law. 

“3. That the establishment or maintenance of diplomatic relations with a gov- 
ernment does not imply any judgment upon the domestic policy of that govern- 
ment.” [Italic supplied. ] 
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U.S. policy has also been guided by the principle of nonintervention in the 
internal affairs of the American uations, a fundamental tenet of the Organiza- 
tion of American States. 

As a signatory of resolution XXXV, the United States recognizes and works 
with the existing governments in order to protect U.S. citizens residing or con- 
ducting business in any given country, to advance hemispheric defense, or to 
participate in bilateral or multilateral projects aimed at or designed to improve 
economic conditions of the people. 

It has never been the policy of the United States to favor oppressive regimes, 
Nevertheless, the accordance of special honors to certain heaus of state has, in 
some instances, created an impression in Latin America that the United States 
is indifferent to the sufferings of oppressed peoples. 

The current trend in Latin America is unmistakably toward the establishment 
of governments responsive to the needs of their peoples. Any act which might 
be interpreted by Latin Americans as support by the United States of those forces 
which would block this trend puts us in the position of appearing to oppose the 
very developments with which we are in sympathy, and for which we have 
consistently devoted our efforts and resources. 


B. Military assistance 


Closely related to the impression that the United States favors dictators is the 
problem of military aid to Latin American governments. The difficulty experi- 
enced during World War II in coordinating the various armed forces of the 
hemisphere, with their widely differing armaments and training, led to a concept 
of standardization of armaments and instruction fur hemispheric defense pur- 
poses. It was hoped that coordinated defense efforts woula reduce armaments 
expenditures in Latin America as unnecessary duplication wouid be eliminated. 

The authorization for military aid to Latin America clearly stipulates that this 
aid is to be provided “only in accordance with defense plans which shall have 
been found by the President to require the recipient nation to participate in 
missions important to the defense of the Western Hemisphere (sec. 105(b) (4), 
Mutual Security Act of 1954, as amended).” 

Last year the 85th Congress, in recoguition of the growing difficulties entailed 
in our military assistance program, added the following stipulations : 

“The President annually shail review such fiudings and shall determine whether 
military assistance is necessary. Internal security requirements shall not nor- 
mally be the basis for military assistance programs to American Republics.” 

All 12 bilateral military agreements with Latin Aimerican Republics carry a 
proviso that any armaments provided shall be used only for hemispheric defeuse 
purposes. 

In some cases the program has not worked as intended. On the contrary, the 
program at times has had some damaging consequences despite the most careful 
scrutiny given the military assistance program. For ¢xampie, the United Stutes 
discontinued military aid to the Cuban Government some 9 months prior to its 
fall. Nevertheless, the use by the Batista government of limited residual mili- 
tary aid equipment during the Cuban revolution, in violation of the mutual aid 
agreements, has created deep resentment against the United States among many 
Latin Americans. 


0. Economic neglect 


Another criticism frequently heard is that the United States has neglected 
Latin America while “pouring” aid into other parts of the world. This mistaken 
feeling of neglect has given rise to two related attitudes which feed Latin 
American resentment: that the United States takes Latin America for granted 
and that the United States is not concerned for the welfare of the people. 

It is true that world war devastation and postwar Soviet pressures caused 
us to direct a preponderant proportion of our resources elsewhere. In the 
postwar period, Latin America received $625 million in grant aid (other than 
military) compared with a worldwide total of $31.5 billion, or less than 2 
percent. However, the United States maintains other various and sizable pro- 
grams of assistance to Latin America. The American Republics have utilized 
$2,049 billion in loans from the Export-Import Bank in the postwar period,’ 
or 33 percent of the Bank's world total. In 1958, they received $491 million, 
or 65 percent of the total. 


2 July 1, 1945—Dee. 31, 1958. 
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Another source of loans was created in 1954 under Public Law 480, the Agri- 
cultural Trade Development and Assistance Act. Of the $358 million of surplus 
agricultural products sold to Latin American countries under the act, $265 mil- 
lion in foreign currency has been scheduled for loans back to the purchasing 

ntries for economic development purposes. ae 
“Net postwar military grants to Latin America have totaled $470 million; for 
endar year 1958, $67.1 million. 
Oecareer expenditures by the United States for construction of the Pan Ameri- 
can Highway total $75.5 million ; in 1958, $20 million. ; Dick 

In the postwar period the United States has contributed $8.1 million to the 
technical cooperation program of the OAS. The program is paid for by volun- 
tary contributions pledged according to a 70-30 percent matching formula, with 
the United States paying 70 percent of the pledges. 

Under title 1iI of Public Law 480, which provides for famine relief, we have 
spent a total of $39.6 million in Latin America in the postwar period, $2.4 million 
of it last year. s 

Another $50.7 million during the postwar period went into donations of agri- 
cultural products to Latin America through private agencies, $21.1 million of 
the total during 1958. 

Mutual security assistance to the American Republics (other than military) 
totaled $625 million during the postwar period, $66.7 million last year. Under 
provisions of the Development Loan Fund, $63 million has been committed to 
date to Latin America out of total commitments of $697 million, or 9 percent. 

Critics of our aid program to Latin America do not accept or support the 
U.S. position that our massive aid programs in other regions and costly rearmu- 
ment are, in fact, a shield behind which the Latin American nations can be free 
to develop their own national institutions. These who charge neglect seem to 
overlook that the Marshall plan for the reconstruction of Europe, in a very real 
sense, redounded to Latin American economic interests by reopening traditional 
markets for Latin American exports. Similarly, our efforts to create favorable 
economic conditions elsewhere in the world and to help free peoples defend 
themselves against overt aggression are again in Latin America’s interest as 
well as our own. 

A measure of responsibility for this misunderstanding lies in our failure to 
convey fully to our neighbors the goals of our foreign assistance program in 
terms of our worldwide struggle. Furthermore, the Latin Americans under- 
standably are extremely concerned with and are more aware of their own 
national social, economic, and political problems than they are of the global 
responsibilities of the United States. Consequently, they appear to have diffi- 
cu.ty in understanding why their own pressing problems cannot be assigned a 
higher priority than those accorded the broader worldwide objectives upon which 
hinges the fate of Western civilization. 


D. Other grievances 


The subcomunittee, in analyzing the above sources of inter-American tensions, 
recognizes that there are other pertinent Latin American grievances and mis- 
understandings. However, the subcommittee believes the above brief analysis 
will suffice as examples of the major sources of such tensions. 


V. RECOMMENDATIONS 


The subcommittee has concerned itself herein principally with factors which 
condition Latin American attitudes toward the United States. We believe that 
the resolution of individual substantive problems, while ameliorating perplexing 
Situations, will not entirely erase misunderstandings. Meanwhile, the solution 
of specific problems is inevitably slowed by the tensions in Latin America which 
have resulted in recrimination and violence. We feel that deterioration in 
inter-American relations can be halted and reversed only if mutual remedial 
action is aimed at the basic factors which have been undermining inter-American 
understanding. 





*85th Cong., 1st sess. H. Doc. 60: “Ninth Semiannual Report on Activities Carried on 
Under Public Law 480, 83d Cong., as amended,” p. 51. 


N»rEe.—All statistics in this section not otherwise noted are from “Foreign Grants and 
Credits in 1958,” E. S. Kerber, Survey of Current Business, April 1959. and “Quarterly 
Report. Foreign Grants and Credits by the U.S. Govenment,” Office of Business Economics, 
Department of Commerce. 
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To this end, we recommend: 


1, A modified attitude toward Latin American “dictators’ 

We, together with other free nations, are engaged in a titanic battle against 
totalitarian communism to preserve the fundamental freedoms which we all 
eherish. We hope Latin Americans share our ideological objectives. Witness 
our shock when it was recently reported that the revolutionary Government of 
Cuba planned to be neutral as between the West and the Communists in the 
event of war. 

$y our pursuit of a strict policy of nonintervention and our international com- 
mitment to this policy, we may have appeared indifferent to the longing of the 
Latin American people to achieve basic freedoms. 

The subcommittee believes that democratic institutions cannot be superimposed, 
but must grow from within. We also believe that the principle of nonintervention 
is not violated by proclaiming the American people’s own devotion to individual 
rights and democratic processes. Indeed, we feel it is imperative in our rela- 
tions with the peoples of Latin America that they know we abhor tyranny of any 
brand and sympathize with their desire to be free." 

When we have made this position clear, the Latin American people will be 
better able to understand the broader U.S. foreign policy objectives 

Accordingly, the subcommittee recommends that where regimes rule by repres- 
sive measures the United States adhere to a policy of diplomatic courtesy, but 
avoid the effusive, undue cordiality which has been misinterpreted and has as- 
sumed a profound symbolic meaning in Latin America. 

2. Increased reliance on Organization of American States 

Recently history has abundantly demonstrated that peace and the international 
observance of law and custom can best stem from multilateral decisions openly 
arrived at by men of good will dedicated to the welfare of free peoples in a free 
society. The subcommittee believes this to be true of the relationships of the 
sister Republics in our hemisphere. 

The Organization of American States is the oldest regional groupment of its 
kind in the world. In recent years the OAS has demonstrated a significant 
capacity to meet recurrent crisis and to bring about peaceful settlement of dis- 
putes among its own members. This is a fortunate circumstance, and one which 
should be utilized by all of the Republics for the welfare and safety of their 
peoples. 

Inter-American political, economic, and military problems are all within the 
proper jurisdiction of the Organization of American States, and the respon- 
sibility for the settlement of disputes between member states in these areas is 
the immediate concern of OAS. Unilateral action, while palliative, will not 
bear long-range dividends, unless there is brought to bear upon any problem 
the impact of combined action and thought. 

The subcommittee applauds the constructive work of OAS and recommends 
widespread support of the regional group’s efforts. 

The subcommittee further recommends that the OAS undertake a study of 
the possibility of establishing within its framework a suitable force in being 
for such purposes as observation and patrol in situations that threaten inter- 
national peace and security in the Western Hemisphere. 


8. Revised military aid program 

(a) Military armaments grants.—As previously discussed, the use by a regime 
of U.S.-supplied armaments in civil strife has garnered us the wrath of people 
(not only in the country affected but throughout Latin America) who tend to 
equate our armaments with the regime using them. 

We therefore feel that the long-run interests of the United States and Latin 
America will be better served by an orderly and gradual reduction of military 
armaments grants with the ultimate goal of termination of the program, and 
the subcommittee so recommends. 

At the same time we realize that countries will desire and require armaments 
for hemisphere defense objectives. The subcommittee therefore recommends 
that armaments for this purpose be on a purchase rather than on a grant basis. 

(b) Military training.—The subcommittee finds that grant funds which have 
been spent by the United States to assist the Latin American nations in the 





* See appendix (not printed herein). 
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training of their military personnel in the United States and the Panama Canal 
Zone have been well spent. We therefore recommend a continuation of the 
program. 

4. Encouragement of more nongovernmental, people-to-people activities 

We believe that nongovernmental contacts between people of all the American 
Republics are an essential avenue toward better understanding. Such organiza- 
tions as the Inter-American Bar Association, the Inter-American Press Associa- 
tion, and the Inter-American Regional Organization of the International Con- 
federation of Free Trade Unions have contributed enormously toward the basie 
compouent of strong inter-American ties—an appreciation of each others’ prob- 
lems and aspirations. Moreover, personal contacts between private citizens re- 
moves any lurking suspicions of ulterior motives Which sometimes attach to a 
government-instigated program, no matter how altruistic might be the intention. 

We urge more professional and other groups to undertake similar relations 
with their Latin American counterparts, and the institution of interparliamentary 
contracts between the Republics. 

We emphatically support Dr. Milton Eisenhower’s idea for the creation of 
national commissions “of distinguished citizens who voluntarily would assume, 
as their major extramural responsibility, the promotion within each country of 
the type of broad understanding which is obviously required.” 

We recommend that the Executive initiate such a Commission. 

5. Expansion of binational center program 

In aceord with our belief that inter-American understanding is best fostered 
through the efforts of private citizens, we recommend that the binational center 
program be expanded. 

Binational centers are autonomous institutions jointly sponsored and financed 
by American residents and nationals of the host countries. There are presently 
91 such centers in Latin America. Their purpose is to disseminate information 
about the United States and encourage cultural exchange and better understand- 
ing. The centers conduct academic and cultural programs, with emphasis on the 
teaching of English to nationals of the host country. Students pay a nominal 
fee for instruction in English. The U.S. Information Agency makes grants for 
administrative and technical personnel, to help meet a portion of the local op- 
erating expenses, and to finance special projects and programs. The centers 
have had remarkable acceptance in Latin America, perhaps because the idea and 
desire for their creation originates with the local people. 


6. Sustained news coverage of Latin American developments by the news media 


U.S. citizens should be kept informed regularly of Latin American develop- 
ments and trends, which has not always been the case. It is true that world 
crises compete for space or time, but we feel, since public opinion is a major force 
in the formulation of U.S. foreign policy, it is incumbent on the news media to 
make every effort to present a rounded coverage of trends and events in Latin 
America. 


HOUSE SUBCOMMITTEE’S VIEWS ON MILITARY ASSISTANCE TO LATIN 
AMERICA 


Senator Morse. May I say this to the Senator from Arkansas: The 
House Committee says: 


As previously discussed, the use by a regime of U.S.-supplied armaments in 
civil strife has garnered us the wrath of people (not only in the country affected 
but throughout Latin America) who tend to equate our armaments with the 
regime using them. 

We therefore feel that the long-run interests of the United States and Latin 
America will be better served by an orderly and gradual reduction of military 
armaments grants with the ultimate goal of termination of the program, and the 
subcommittee so recommends. 

At the same time we realize that countries will desire and require armaments 
for hemisphere defense objectives. The subcommittee therefore recommends 
that armaments for this purpose be on a purchase rather than on a grant basis. 

The subcommittee finds that grant funds which have been spent by the United 
States to assist the Latin American nations in the training of their military 
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personnel in the United States and the Panama Canal Zone have been well 
spent. We therefore recommend a continuation of the program. 

That is so much apropos of what the general said, I thought we 
ought to get that statement in the record and get his comment on it, 
if he wished to say anything in addition to what he has alre: ady s said. 

Mr. Draper. I think I would subscribe to almost all that is said 
there, except that I think it rather exaggerates in that preamble, on 
garnering the wrath of the people throughout Latin America. 

Certainly that is not the case, so far as I have heard comments, in 
Mexico or in two or three of the other countries which I have been to. 
We all know the recent situation in Cuba. Except for minimizing 
that, I would subscribe to almost the entire statement, Senator. 


POSSIBILITY OF REDUCING MILITARY EXPENDITURES IN CERTAIN COUNTRIES 


The Cuarrman. General, on page 6 of your preliminary report, you 
say: 

In some countries the Committee believes that under certain conditions there 
is a reasonable possibility that military expenditures by the United States or 
the country concerned could be reduced. 

Mr. Drarer. Yes, sir. 

The Cuairman. I wonder if you could tell us which countries you 
had in mind in that statement. 

Mr. Draper. I presume this is classified now. 

The Cuarrman. This is an executive record not to be published 
until the deletion of classified information. I assume that is why 
you did not want to put it in the published record. 

Mr. Drarer. We couldn’t very well. I will speak of two countries, 
and I will ask Mr. McGhee to speak of two. This is, you will under- 
stand, a matter of judgment. 

First, I would like to say we did have the Latin American situation 
in mind, as I already commented on that. That is not a very large 
part of ‘the program, so that would not be particularly substantial 
or consequential. 

I visited Japan, Korea, and Taiwan, in addition to the NATO area, 
and I won’t speak now of the NATO area because that wouldn’t apply. 

In Japan, we no longer are giving any economic assistance, haven’t 
for several years, and ‘the amount of military assistance is not great 
compared to the size of the country or its importance in that area. 
So we are not talking about Japan, although that probably can be 
somewhat gradually reduc ed, too. 

In Korea, I went along the front line, and it is a front line; there 
is a truce there, and not peace. Fourteen Korean divisions on the 
front line, and one of our two American divisions back with four or 
five others, and 5,000 yards away I could see the North Koreans— 
the Chinese are immediately back of Yalu and are not within the 
area but could get back within a week—so that a very large military 
effort, defensive effort, is necessary there. 

General Hull acc ompanied me, ‘who formerly commanded in this 
area, and is now retired, and we came to the conclusion, a few of us 
and our staff, that over a period of time the present Korean forces 
of some 700,000 could be somewhat reduced. 


[ Deleted. | 
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That would not actually reduce the expenditures for the next 
couple of years, because of this equipment problem. But it certainly 
would eventually, and it would result as soon as it got underway, 
if it did, in returning to the Korean economy about [deleted] pet ‘sonnel 
a month for 2 or 3 years, which could have an effect on their economic 
situation. 

PHASING DOWN OF DEFENSE SUPPORT FOR KOREA 


If I might, I would like to comment at the same time on the defense 
support side of the picture, particularly in view of Senator Mans- 
field’s comments of the other day. 

There are about $200 million-odd of defense support going to Korea, 
I guess the largest amount for any particular country, and that is 

made necessary ‘because of the much lar ger military effort that South 
Korea is carrying on than a country of its resources and population 
and degree of economic viability could possibly support by itself. 

I sympathize very much with Senator Mansfield’s objectives in 
the eventual elimination of defense support and grant aid of that 
type. 

I don’t think that the administration, the State Department, ICA, 
or Defense Departments have, to the degree that perhaps they should, 
attempted to encourage exports from Korea, which is the only way 
it can become viable. 

At the present time this defense support in effect is bridging the gap 
between the imports that come into Korea for the country to ‘live, and 
they are not excessive (the standard of living is very low) and the 
exports, which are very small. 

They also sell a certain amount to our Armed Forces, but very 
little. That could become an important, in effect, export. It is pre- 
vented by, first, the unrealistic exchange rate; and second, the high 
costs in Korea as compared to the manufacture of things in Japan, 
for example; and third, by a real lack of encouragement or push or 
initiative on both our side and theirs, I believe, Korean and the United 
States of stimulating exports, of realizi ing this thing can’t last the way 
it is. 

Now, after saying all of that, and as an example of that, is the fact 
that last fall they had a very good rice crop. Historically the way 
Korea lived under Japan for 40 years economically was to grow first- 
class rice, sell a large part of the rite crop to Japan, buy millet and 
wheat and cheap grains from Manchuria and other places, and then 
live themselves on cheaper grains and sell the higher-cost rice, or 
a large part of it, and the result was a balance at a very low level of 
subsistence on the part of Koreans. 

They had a very good rice crop last year and had a surplus, and 
they made a few motions toward selling it, but not the way a business 
group would really actively push it, and the result was it didn’t get 
sold and they are eating our Public Law 480 wheat and their own rice, 
too, and I don’t blame them at all. Their standard of living is still 
very low. 

In that direction I believe a good deal can be done, but I would point 
out that Korea is not either Germany or Japan. They don’t have 
the technical people ; they don’t have the background of world trading 
or of industry or manufacturing. The Japanese kept them for these 
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40 years from getting above the peon stage almost. It is only within 
the past 10 years that they have been permitted, most Koreans, to 
attend the university which our people have done an excellent job 
at, developing, and it is going to take a long time. 

So long as the North Korean threat is there, and the Chinese threat 
behind it, a military force strength comparable to what is there now—I 
believe it can be done with less personnel and better organization, 
better weapons, but a strength comparable to today’s strength. is, in 
my judgment at least, necessary, and that will be, I ‘believe, far beyond 
the capacity of the South Koreans alone to support. 

I am not talking just about the weapons, but I am talking about 
the economic bac kground and support. 

So that I would say, if I might respond to your suggestion in this 

articular case, that a phasing down, but not a phasing out, at least 
in the foreseeable future, of defense support for a country like Korea 
would be very desirable, and would put a certain amount of the pres- 
sure that should be put there on their own people and on them, too, 
to see the need for self-support. 


PHASED REDUCTION IN FORCES ON TALWAN 


Now, Taiwan is a situation where similarly the personnel can be 
and should be, in General Hull’s and my judgment, gradually some- 
what reduced there for a different reason. 

There a certain percentage of the officers and men in that National- 
ist Chinese Army—which has been built up in this 5 or 8 years from 
a defeated rabble to a first-class highly eflicient army, but a certain 
percents Be of the officers and men are overage, gradually being re- 
laced by 7 ‘aiwanese, very successfully, but there are anywhere from 
Fdeleted’ that could well be elimin: ited, in that case to the benefit 
of thestrength ofthearmy. [ Deleted. | 

So that there, over a phased period, it should be possible, in my 
judgment, to make some reductions. There again, probably money- 
wise, not for a couple of years. 

I ought to point out, ‘though, that in both those cases, we are deal- 
ing with sovereign countries, we are dealing in one case with Chiang 
Kai-shek, and in the other with Syngman Rhee. 

{ Deleted. | 

SITUATION IN TAIWAN 


Senator Mansrietp. Mr. Chairman, could I ask a question there? 

The CHarMan. Yes. 

Senator Mansrrexvp. [ Deleted. | 

Isn’t it true in comparison with Korea that Taiwan is building up 
a fairly good export business ? 

Mr. Draper. Yes, sir. 

Senator Mansrrevp. And is in a better position to become self- 
su pporiane | 

. Draver. Yes; I wouldn’t know whether it could be done in 

3 veel s—I would doubt that—but it certainly can go in that direction. 

Senator Mansrre.p. But it is happening ? 

Mr. Draper. Let me point out one special problem in Taiwan, 
though. ‘Taiwan is an island, a very luxurious island except for the 
mountain area. It is cultivated to almost the last inch. The fer- 
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tilizer is pretty well applied; they have been improving the strain 
of rice and their other products, so that they have been gradually 
increasing their agricultural production, as well as industri al, but 
they have a very serious problem. They have got the highest birth 
rate in the world, at least the highest population 3 increase, 3.5 percent, 
and it is on an island. They have been able to combat it by having 
their increased production at more than that rate for the last 3 or 
4 years, but unless something is done about that problem, they will 
be up against real trouble within 3, 4, 5, or 6 years. 

But nevertheless, there isn’t any question that they have developed 
a certain amount of exports. They are within shooting distance 
of a program that over a few years could reduce their imbalance in 
foreign trade, and they have more of the technical ability than do 
the South Koreans. 


AMOUNT OF DEFENSE SUPPORT PROGRAMED FOR KOREA, TAIWAN, AND 
VIETNAM 


You might be interested, Senator, in figures, because I was very 
interested in reading your address, and so I looked up to see how the 
defense support actually was broken up, and the total requested is 
$835 million, as you pointed out. Eighty -two percent of that is pro- 
gramed to go in six countries: Korea, Taiwan, Vietnam, Pakistan, 
Iran, and Turkey . Over half of it, half of the total, not of the 82 
percent, is programed to go in Korea, Taiwan, and Vietnam. 

Those are the three countries that are not at peace, but where there 
is a direct threat from either China or the North Vietnamese, or the 
North Koreans. | Deleted. | 

My own judgment would be in those first three countries, at least, 
it would be damaging to look forward to complete elimination in 3 
years. I fully would go along with the program or theory or prin- 
ciple of an annual reduction. But we do have three countries there 
that are supporting the outlying defenses that are our own. We had 
one experience of pulling out of Korea, and it brought on the terrible 
conflict. Through too rapid action, while I grant the action has been 
too slow in the past, perhaps, we might do more damage, far more 
damage than the amount of money we would save. 

Actually, the situation in those three countries is moving in the 
right direction. 

SITUATION IN KOREA 


I went to Korea in 1949—1948; I went there during the war, and 
then I went back 3 or 4 months ago, and I was surprised ‘that American 
efforts there had almost erased the effects of the war. By that I mean 
the housing was better than when I had been there before the war, 
the clothing was at least as good and probably better. The schools, 
there were ypany more schools. 

The United States has really done, for a country that stood right up 
and fought, a, well, shall we call it a social service job in Korea of 
recovery ‘from the war that is magnificent. I saw one village of 7,000 
pag During the war, and even prior to the war, millions from 

orth Korea came down into South Korea, refugees, just as they have 
from East Germany to West Germany. In as short a time as a year 
or a year and a half ago they tell me there were at least a million 
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homeless refugees living in caves and wherever they could. This 
village of 7 ,000 had been like that, every one of them, men, women, 
and Shihiven, without any homes a ‘year or a year and a half ago. 

ICA contributed, I think it was $82 a family, the value of $82 
family, in wood, lumber , cement, and materials, and then these people 
built their own little homes with $82 and their labor. They aren’t 
very much, but they are homes, and that village was there, ae they 
had set up cottage industries, made rugs, weaving rugs; they had a 
very crude coal briquetting machine that was making the coal bri- 
quettes that they heated their little houses with. 

They are making rugs, weaving cloth, making souvenirs and all 
kinds of things and then selling them in Seoul, and this vill: ige was 
practically sel f- -supporting. 

Well, that kind of job has been well done. The time has now come 
to look at it from the South Korean point of view as well as our own 
to begin to make them self-supporting, because they are living above 
their means partly because of the military effort that we are interested 
in, but it can’t go on forever. 

Excuse me, I have taken too long. You probably want Mr. McGhee 
to indicate something about a couple of the countries that he had 
visited where we also think some statement should be made. 

The Cuarrman. Mr. McGhee. 


AMBASSADOR M’GHEE’S OBSERVATION ON SITUATION IN NEAR EAST 
AND SOUTH ASIA 


Mr. McGuer. Mr. Chairman, Admiral Radford and I were as- 
signed to the countries in the Near East, south Asia and Africa. We 
visited Greece, Turkey, Iran, and Pakistan, which were the principal 
countries which were re eceiving our aid. 

Looking at this area broadly; Ceylon and India, of course, get no 
military aid from us, the Arab countries almost none, so the real 
problem in this whole area is Greece, Turkey, Iran, and Pakistan. 

These countries, of course, are the so-called “northern tier”; they are 
on the periphery of Russia. 

I think little question has been raised about the level of forces in 
Greece and Turkey. These are, of course, NATO countries, and the 
principal questions that appear to have been raised are with respect 
to Iran and Pakistan. 

Turkey, particularly, is an underdeveloped country, and Greece is 
somewhat underdeveloped. The level of aid in these countries has 
been to a considerable extent dictated by the force requirements of 
NATO which generally have a little more validity than the force re- 
quirements of the non-NATO countries. 

So with your permission I would dwell principally on Iran and 
Pakistan, and principally the latter, because I believe these two coun- 
tries were what were uppermost in your mind, Senator, and those of 
this group who joined you in writing the letter to the President. 

Now, we face a problem i in considering the question of the level of 
forces and the question of our military aid, and the question of our 
defense support aid. 

These countries, of course, are in the direct path of any Russian ag- 
gression in this area. They, themselves, feel themselves constantly 
menaced by the Russian forces across their borders. 
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In the case of both Iran and Pakistan we have entered into agree- 
ments with them, with respect to the size of their forces, and it is very 
difficult to change quickly an agreement that you have made, or to 
reverse a policy, even if the situation has changed that would permit 
it. 

In fact, with respect to both countries the situation has, if anything, 
changed for the worse since we entered into these agreements, so that 
on the face of it these countries would say there is no real reason to 
change. 

IRAN 


Taking up Iran first, Iran, of course, is quite exposed. The Shah 
now is under ver y great attac 'k following his refusal to sign an agree- 
ment with the Russians. He feels himself particularly ‘menaced by 
events in Iraq. 

On the face of it, there is a great change in the power position in 
this area because of the defection of Iraq from the Baghdad Pact. 
Here there are some 414 divisions of Iraq, rather than being allied 
with other northern tier countries, are removed from that alliance 
and could, it is possible, be directed against them. So you in a sense 
have a power change almost double in force. 

The Shah is very conscious of this, and the impetus which to a con- 
siderable extent we participated in to increase his forces and to 
strengthen them derived from the Iraqi situation, and has not in fact 
changed. He, of course, would like greater forces, and the Baghdad 
Pact gives him encouragement, because in their planning groups 
they say that they think he should have greater forces. 

We do not recognize this, and our support is limited to the force 
goals which we have had approximately a year since the Iraqi threat. 

Iran, over a period of time, if there were any sort of normalcy in 
the Middle East in terms of maybe even a normal Russian threat and 
not the situation in Iraq or the situation that the Iranians consider is 
developing in Afghanistan, could possibly do with a smaller army. 
Whether the Shah would agree to 1t is another thing. The army to 
him is something different from what it is to us. We look at it in 
terms of the ability to meet these external threats. To a considerable 
extent it is to him a basis of power in Iran, and the expenditures in 
the army are to some extent dictated by his necessity to assure loyalty 
and cooperation of the army. 

Insofar as we ourselves rely on the Shah, this objective coincides 
with our own. To the extent that he wishes to spend more than is 
necessary for this purpose, you might say the objectives do not coin- 
cide. 

Now, with respect to defense support, Iran isa country which I think 
over a ‘period of time could do without defense support, as Senator 
Mansfield has proposed. The amounts proposed for fiscal year 1960 
are quite small, [deleted], less than 10 percent of Iran’s oil income, so 
you can’t say that this amount is really a decisive factor in the Iranian 
ability to support military forces. 

I think it is safe to say that they couldn’t buy the military goods, 
direct MAP items, under any conceivable circumstance, because de- 
spite this oil income they are running currently a very large budgetary 
deficit, actually about $150 million. 
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With regard to defense support, they could over a period of certainly 
3 years, find the revenues from their oil income or other income to 
meet this item. It is quite small in comparison to the total expendi- 
tures. 
PAKISTAN 


The situation in Pakistan is quite different from that in Iran, and 
I think probably if there is one country that is uppermost in the minds 
of people who question the present level of military aid and forces 
that these countries are supporting, it probably is Pakistan. 

We went to Pakistan and we went into this question as thoroughly 
as the brief time that we had there permitted. 

[ Deleted. | 

The Pakistanis, however, are determined to support these forces, 
and they pay out of their own revenues, both dollars and their local 
currency, what is required to support them. It is estimated they 
spend $40 million per year, which is a large sum in comparison to their 
development expenses for these extra forces, and we have estimated 
the entire internal costs of these forces are $20 million a year, which 
is 20 percent of their budget. 

[ Deleted. ] 

So you find here is a country that you are allied with, in two pacts; 
they have this overwhelming desire. You do not support their total 
forces, but you are limited in your ability to get them to reduce the 
forces that they do support on their own. 

The development needs of Pakistan are very great, and it is a great 
pity that some of the funds that are going into this military cannot 
go into development. Pakistan is quite different from Iran in that 
they don’t have the foreign exchange. They could not support this 
force without our defense support aid, and I think this is a case where 
although I agree fully with Senator Mansfield’s objectives, you could 
not lay down a specific period, say 3 years, and say that we are going 
to wean Pakistan from defense support in that period without dras- 
tically reducing the military force. 

So then it becomes a question, Do we wish this force? In 1954 we 
did. Today we still do. If you want that force in Pakistan for the 
foreseeable future, and that certainly means 5 years at least, you 
would have to continue defense support at something like the present 
rate. 

Now, I have myself a lot of the objections to defense support that 
Senator Mansfield has raised. It is a crutch these countries depend 
on; they budget years ahead and they don’t take the measures in many 
cases that they could take to free themselves of the need for defense 
support, but here is a country, Pakistan, that has made no measurable 
economic progress in recent years, so no matter what happens in the 
next few years we know they couldn’t do without [deleted], the current 


figure for defense support. 
WORLD BANK NEGOTIATIONS IN PAKISTAN AND INDIA 


Mr. Drarver. Senator, the most hopeful thing, I think, is the current 
negotiation which Mr. Black is carrying on in both Karachi and New 
Delhi. As you undoubtedly are aware, the World Bank for several 
years has been commissioned by the two countries to try to find a 
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solution. We have had in our committee a number of discussions 
with Mr. Black and his people. We are fully conversant with the 
details of the plan. 

We believe that this may offer an opportunity, an opening, for 
what I am sure you and the committee are looking for, which is some 
composition of the problem as between India and Pakistan. That 
is more important to the future of the free world and the United States 
than whatever money is involved here, many times. 

The plan contemplates both countries contributing and a large 
amount of outside resources. The World Bank would contribute 
some and several countries would participate if the plan were car- 
ried out. 

It is a double plan for, first, diversion of the waters that were cut 
by the partition, so that those waters which would be used by India 
would be compensated by waters that would go to Pakistan, and, in 
addition to that engineering problem and that expense, it would 
involve expenditures for electric power, and the combined project, 
the World Bank assures us, would be economic even though part of 
the basis is political. 

If that can be accomplished in the next reasonable period, it is very 
vital. [| Deleted. | 

We would certainly strongly recommend that the American Govern- 
ment, if Mr. Black, the World Bank, is able to come to some agreement 
for the two countries on both the technical, financial, and political 
level, that our Government certainly, we would think, should support 
the financing of that on a long-range basis. It would be over a period 
of years. It would not be a tremendous amount in any one year. 


MANAGEMENT OF THE MUTUAL SECURITY PROGRAM 


The Catrman. General, I wonder if you would comment on an- 
other statement in your report, page 7: 

We found evidence of long delays from the initiation of proposals to the 
development of a firm program, and of an excessive number of reviews and 
overcoordination during the programing process. Further, there has been evi- 
dence presented of faulty or uneconomic programing, and of various other 
shortcomings. In Washington, policy coordination has not always been promptly 
or effectively accomplished. A firm and persistent effort to improve the overall 
management of the program is called for. 

Would you elaborate on that a bit? Do you think there is any- 
thing this committee can do? 

Mr. Drarer. I hope, Senator, within 2 or 3 weeks we will be able 
to deliver to the President some specific recommendations with respect 
to organizational procedures. 

In approaching this problem or studying this problem one must 
realize that it is probably the most complex, farflung, far-reaching, in- 
volved logistical problem and planning problem that perhaps the 
world has ever seen. It involves 40 countries. I am talking now about 
military assistance, but the economic assistance has some of the same, 
maybe even worse, ramifications, but the military assistance program 
involves a great number of sovereign countries. It involves our 
own MAAGS and missions and ambassadors in all of these countries, 
our three services back here, the State Department for policy guidance, 
and the Defense Department to operate it. 
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And I think part of the problem has come from the fact that it has 
been a year-to-year program. It started with the Turkish-Greek aid 
which was a temporary situation, and stopped the Communists in that 
area. It was expected that it would end. Then came the NATO 
buildup, which again was a 4- or 5-year project, or contemplated then 
as being such, to build up to a certain force level, and then just to 
maintain the situation expecting the Europeans to do the maintenance, 

But as the threats have gone around the world and the Korean 
war came along, and one threat after the other, it has become more or 
less worldwide, and yet it has been approached each year as a crash 
program, including the problem of training personnel. Our Com- 
mittee does not agree with the concept of “The Ugly American”; there 
are occasional cases of misfits in both the economic and military pro- 
grams, but they are the exception. But to train people in the lan- 
guages and in the techniques of this thing has been difficult. 

We are going to make rather detailed and rather specific recom- 
mendations to the President with respect to both organization and 
procedures which we hope, at least, would be approved and carried 
out, and would end some of the criticisms. I don’t think you can ever 
do a program of this size where there won’t be individual mistakes 
made. 

For example, coming back to Korea, you have got a large army 
there, which is to a degree being supported by the United States, 
Gasoline is being furnished, for example, and clothing, and you have 
got a country with a very, very low standard of living, where the 
population—the relatives of the soldiers—are on a very basic low 
standard. To expect that there won’t be diversions in a situation of 
that kind of things that the population can use is just being unrealistic, 
and that has happened, and the problem will continue to happen. 

We do believe that the mistakes have been the exception, and that 
on the whole, the programs have accomplished their purpose and that 


purpose is vital to our security. 
QUESTION OF A LONGER TERM PROGRAM 


The Cuarrman. Are you suggesting the program ought to be put 
on a longer term basis? Are you familiar with the amendments I in- 
troduced with regard to that 

Mr. Draper. Yes, I did see those, yes. 

The Cuarrman. You favor that approach ¢ 

Mr. Draver. We certainly believe that this should be recognized, 
not only by the administration and not only by the Congress but by 
the public, as a long-range, long-term program that we must maintain 
so long as the threat stays at its present pitch. 

The CuarrMan. So you think it would help solve some of these ad- 
ministrative difficulties if it were put on a longer annual basis? 

Suppose it were a 5-year program ? 

Mr. Drarer. Yours I think was referring particularly to the De- 
velopment Loan Fund ? 

The CuarrMan. Development Loan Fund, 5 years. 

Mr. Draper. I can’t speak for our Committee on that point. We 
have had discussions of it but we have not come to conclusions as yet. 
Personally I would definitely favor the long-term funding for the De- 
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velopment Loan part of it. I think we have got to look at the mili- 
tary side and the economic side both also as long-term and as neces- 
sary and as part of our defense. 


QUESTION OF PUTTING MILITARY AID AND DEFENSE SUPPORT IN THE 
MILITARY BUDGET 


The CHamman. One last question. Do you have any view, or does 
your Committee, with regard to the separation of the authorization 
and appropriation of economic aid and military aid, putting all of 
the military into the military budget so that this so-called foreign aid 
program is not burdened with that amount of appropriation, in this 
case at least one billion six? Would you care to comment on that ? 

Mr. Drarer. I would be perfectly happy to comment on it per- 
sonally. The Committee has not taken a final stand on the point. I 
personally favor such a change. 

The CHairMan. You favor it? 

Mr. Draper. Yes. 

The CuHarrman. As you know, the Senate did favor it once before 
and the House stopped it. 

Mr. Draper. Yes. 

The Cuatrman. And I personally— 

Mr. Draper. It seems to me, Senator, that this is so intertwined 
with our own security that it is part of our own security, and keeping 
it out in this other program does not line it up in the way that it seems 
to me that it should be with our own defense. Assistance for our 
friends and allies is another element of our defense. 

It also would permit gearing the procurement more closely timewise 
and otherwise with those of the three services. 

The Cuatmrman. Should the defense support, since it is directly 
related to the military part, be transferred, too? 

Mr. Draper. I would think not. Although it is allied and related, 
and the requirement comes from that, the actual operation is 
different. 

It is economic assistance. 

The Cuarrman. Are there any other questions ? 

Senator SpARKMAN. Yes. On that same line, it is true that it is 
economic in its application, but it is an economic assistance that is 
largely necessitated by reason of the military program. 

Mr. Draper. No question. 

Senator SparKMAN. As I have said to many other witnesses, I think 
as a matter of fact you make the program harder by playing this up 
as economic aid rather than showing clearly to the country that even 
though it is economic in its application it is part of the military. 

It is necessitated by the military. 

Mr. Draper. Senator, the people that operate it though—let’s go 
back to Germany 

Senator SparKMAN. Lest you misunderstand me, I am not advocat- 
ing that it be made a part of the defense budget. What I am talking 
about is that insofar as information is concerned, I think you make the 
program much more difficult by playing this up as economic assist- 
ance. I think it would be much better if you would say there are three 
different categories, and make it clear as to economic assistance, that 
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the economic assistance we give is economic assistance for the sake of 
bolstering the economy of the country separate and apart from the 
military. And that this in the middle is an economic assistance that 
we give in order to enable those countries to support the military which 
we want them to support. 

Mr. Drarer. Yes, it is a balance wheel. 


NEED FOR EXPLAINING PROGRAM TO THE PUBLIC 


Senator SparkMaN. Yes, and I have always felt we would be bet- 
ter off, too, if we did include the military program as a part of our 
own defense instead of creating in the minds of many people over 
this country the idea that what we are doing is trying to build up a 
big military force for the protection of individual countries, when 
you know that is not it at all. 

Mr. Drarer. Of course not. 

Senator Sparkman. I just think we have not been too good in pub- 
licizing this program. That is more or less gratuitous. That is not 
the question I was going to ask unless you want to comment on that. 

Mr. Draper. I agree with you the program has not been sold to the 
public. I don’t mean sold in the wrong sense either. 

It hasn’t been explained to the public continuously. Every time the 
appropriation is up, there is a big hurrah about it, but not through the 
year. I think perhaps this is partly because—and I am speaking now 
of both the economic and military—there is in the law a provision 
that does not permit propaganda. While that should not go against 
proper information, I am afraid that psychologically it has had a very 
bad effect on all of those concerned with the program and kept them 
from really telling the story to the American people. Where the 
amount of money is needed as it is—$4 billion a year or thereabouts is 
being spent for this program—it seems to me that the public is entitled 
to every bit of information possible. 

I would think that for part of the appropriation to be spent for that 
purpose would be in the interests of the American people and the free 


world. 





PROGRAM STAFFING 


Senator SparKMAN. There are a couple of questions I wanted to 
ask. 

One is with respect to personnel—staffing. There is a request, as you 
know, in this authorization for an increased money allowance for 
administrative purposes. 

What is your opinion with reference to the staffing of the operation ? 
Is it understaffed or overstaffed ? 

Mr. Draper. I don’t know about numbers, but I believe that Ameri- 
can business has not contributed its best personnel to this program to 
the extent that it really should. Here we are 10 or 15 years after the 
end of the war. The Korean war came in in the meantime but years 
have gone by since then, and a large part of the personnel that came 
in under war conditions has gone out again. 

Most people don’t want to live in these countries, and it is hard to 
recruit the right personnel for them. The fact that it is still on a year- 
to-year basis, as you pointed out, Senator, has left most personnel with 
a question in their own mind as to the permanence of the program and 
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how long their job is going to be anyway, so that there has been a 
retrograding perhaps of the quality for reasons that are quite apparent. 


THE MILITARY ASSISTANCE INSTITUTE 


I was very much impressed 2 or 3 weeks ago when I went over to 
the Military Assistance Institute, which is over here in Virginia just 
across the river, which was instituted about 8 or 9 months ago. 

The Institute accommodates about half of the MAAGS that are 
going to their stations. Four months before their assignment, those 
that are appointed to go to this Institute receive a package of reading 

material about the military assistance program and about the par- 
ticular country they are going to. This is a big package of material 
that I examined very -arefully. It is very well done. 

They have 3 months to browse through that, and then they appear 
at the school and spend a month there. ‘Duri ing that month the curric- 
ulum is very well carried out. They go through the whole military as- 
sistance programing, the details of it, the theory of it. The State De- 
partment comes over and speaks to them. 

I would suggest, Senator, that someone from your committee or a 
group from your committee could with great. benefit spend an hour 
over there. The Commandant of the school asked me if I wouldn't ex- 
tend his personal invitation to any members of this committee that 
might care to, because that is in the direction of improving the person- 
nel administration of the program. 

I don’t know whether more or less is required in the administrative 
budget. 

The CHatrrman. Those are only military personnel ? 

Mr. Drarer. Those are only military, but something similar to 
that I think would be very desirable on both sides. Language is 
one of the great lacks in both the military and the economic pe ‘rsonnel 
sides. I do not know whether or not the time can be taken to teach 
them the language before they go. This Institute does not try to 
do that. There is a language institute out in California for the State 
Department and some other personnel which does take a lot of time, 
but it is very, very useful. 


IMPORTANCE OF SMALL PROJECTS 


Senator SparKMAN. I was interested in what you said about “The 
Ugly American.” I have felt that it was pretty badly distorted. 

I believe the State Department said it was a grotesque portrayal, o1 
something like that. 

Mr. Drarer. There is some truth in it. 

Senator SparKMAN. Yes, I think there is a great deal of truth if 
one will read it with the understanding that both sides are overplayed. 

Without endorsing necessarily the type of personnel apparently 
recommended in “The Ugly American,” I have had a very definite 
feeling that we have shifted entirely too far away from this idea 
of little nonglamorous things, whic h I think are helpful, that can 
be done in various countries. 

I saw a film, in Karachi I believe it was—Carl Marcy was with me 
at the time—about “The Man on a Bicycle.” TI believe that was its 
name. Have you seen that? 
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Mr. Drarer. No, sir. 

Senator SparkMAn. It is the practical application of the Point 4 
program in village work in Pakistan. By the way, it was a Pakistani 
who was doing the work—the man on the bicycle—but he had been 
trained under our Point 4 program. 

There is nothing glamorous in visiting a village and pointing 
out the fact that there is a certain unsanit: ry condition prevailing 
that the people themselves can easily remedy, and telling them about 
the growing of better crops, and so forth. 

I believe that in “The Ugly American” one of the characters was 
producing better eggs and other products. As I say, those things are 
nonglamorous, but I think that they produce tremendous results 
ald could be made to produce a great deal more. 

I have a feeling that a great many of our people who have gone to 
the field to work among those people have been discouraged by lack 
of proper support for our program. 

I believe there has been a dwindling away of that type of approach. 
[ wonder if you would have any comment on that, if you have checked 
into that? 

Mr. Drarver. We had in mind “The Ugly American” concept be- 
fore we went on our various trips, and in our Committee discussions 
had decided to keep that problem in mind as we went around and we 
did, each one of us. Between us we visited all of the areas in most 
of the countries where there is any large military or economic assist- 
ance. When we came back, we compared notes. We found or heard 
of individual cases that could be criticized, as to personnel, but we 
agreed unanimously that 90-odd percent of the personnel were doing 
the best job they could, and that a very large majority were doing 
a good job. 

Senator SpaARKMAN. Yes. I am not referring so much to the in- 
dividual, I am talking about 

Mr. Draper. The small projects ? 

Senator Sparkman. Yes, and I am talking about the emphasis 
that our program has placed on that type of work. 

My own feeling is that there has been a considerable deemphasizing 
of that type of work in recent years, and instead we have gone more 
strongly for these so-called impact programs. 

Mr. Draper. Yes. 

Senator SparkMAN. These programs look big when you read the 
figures. 

Mr. Drarer. Dillon Anderson visited Southeast Asia and that is the 
area that you are talking about that that would apply particularly to. 

Senator SparKMAN. That is one part of it, and many other areas 
throughout the world—the Near East, for example. I have never 
visited Africa, but I Rea think there would be a great deal of it 
there, and in Latin Americ 

Mr. Drarer. We came % the definite conclusion that the small 
projects, the practical ones that were down in the fields and down in 
the villages were the things that should be emphasized to a greater 
degree. 

Senator SparKMAN. I visited a village, in India I believe it was. 
This was several years ago, back in 1951 or 1952. I remember the 
school children, a great number of them, that gathered around me in 
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this very primitive village. The thing they were proudest of was to 
show me their vaccination scar. 

It was something to show. Just a little project there in that one 
village, but nevertheless it was producing results. 

Mr. Draper. The cottage industry type of thing that improves what 
they are doing at the village level and the agricultural level. 

Senator SparKMAN. It was what I like to think of as being the 
original intention of the point 4 program. 

Mr. Drarer. No question about that. 

Senator SrarkMAN. Skills and techniques rather than big sums of 


money. 
BREAKDOWN OF DEFENSE SUPPORT FIGURES 


Now just one other question. I want to get a figure that you gave 
before. I understood you to say that 82 percent of the defense support 
is going to 6 countries, Korea, Taiwan, Vietnam, Pakistan, Iran, and 
Turkey. 

Mr. Drarer. Yes, sir. 

Senator SparkMAN. And then you said that [deleted] over half goes 
to Korea, Taiwan, and Vietnam. 

Mr. Draper. Yes, sir. 

Senator SparkMAN. You made this point, but I didn’t catch it. 
Over half [deleted] of the 82 or over half | deleted] of the total ? 

Mr. Drarer. Over half [deleted] of the total. [ Deleted. ] 

That adds up to 82 or 83 percent of the total. ‘Then other coun- 
tries—there are six—divide up the balance of 835. 

Senator Sparkman. Thank you. That is all, Mr. Chairman. 


PROPOSAL RE GREEK DRACHMAS 


The Cnarrman. While you are on that, I think this relates to 
what was being asked. Do you have any view about the proposal to 
cancel the credit of some 100 million drachmas in Greece to which 
we have a consultative right? 

Mr. Draper. I don’t think I am familiar with that. 

The Cuarrman. Ambassador McGhee, are you familiar with that? 

Mr. McGuee. No, I am not. That wasn’t raised while we were 
in Greece. 

The Cuarrman. There has been no discussion about it in Greece? 

Mr. McGuer. No. 

The Cuairman. It has been discussed here recently. The pro- 
posal has been made that we cancel the approximately $100 million 
that is presently on the books which has been frozen; no use is 
being made of it. But you have no comment on that? 

Mr. McGuer. No. I just haven’t looked into that. What period 
did we earn these drachmas in? 

The Cuairman. This is the result of some of the original, I think, 
Greek-Turkish grants and the counterpart was accumulated 
under the sale of the commodities that were furnished and that exist 
in the form of counterpart credit, as I understand it, in the Na- 
tional Bank of Greece. On the books of the bank it would be a debit, 
I take it, to the Government. 

The Government has what is equivalent to a credit of this amount 
of drachmas. It belongs to Greece, but we have the right of con- 
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sultation. It can’t be disposed of without our agreement, if I under- 
stand it properly. This has been true in other cases. It is proposed 
that it be canceled. 

Mr. McGuer. That is the State Department that proposes that? 

The Cuarrman. The justification is that to withdraw these in the 
form of drachma and add them into the economy would simply result 
in inflation, because it would not in any way contribute to the amount 
of goods available. 

We would only greatly increase purchasing power without any 
comparable goods to take it up, which would revivify the inflation 
which they have been holding down. That is the argument. Some 
people believe it would be terrible to cancel it. The administration 
is recommending that it be canceled. 

Senator Arken. I understand, Mr. Chairman, that the proposal is 
to turn that $118 million worth of drachmas over to the Greek Gov- 
ernment to apply on the national debt, which is owed to the Bank 
of Greece. 

The Cuatrman. That’s right. 

Senator Arken. Whether that 118 would be turned over as a loan 
to be repaid at a future date or not, I am not quite sure. 

But if it is, it would still be repaid in drachmas, which would 
leave us about where we started. It would have the effect of turn- 
ing it over to the Government of Greece to reduce their own national 
debt. 

The Cuarrman. As I understand it, I thought it was similar to 
the case of Ireland which we once had before the committee where 
so much credit accumulated under the Marshall plan. In effect, it 
does not belong to us. However, they can’t do anything about it 
unless we agree. That was the pattern in the Marshall plan. 

Senator Arken. I think we have already turned over $110 million 
worth of drachmas for the purpose of reducing the Greek national 
debt and turning it over to the bank. Then Congress enacted legis- 
lation which prevented this other $118 million from being turned 
over. And now the State Department asks for the right to do that. 

The Cuarrman. I didn’t mean to waste this time if you have no 
opinion. I thought having been there you would have. 

Mr. McGuer. This issue wasn’t raised when we were there and of 
course not being with the Government I am not familiar with that. 
I do have this feeling about releasing money either to increase currency 
circulation or to be used as a basis for further lending. As you know 
there is a very precarious balance in Greece. We have talked to the 
Bank of Greece about this. They have held the line in Greece in 
the last year on inflation. As a matter of fact there has been less 
inflation in Greece than in this country but all of us remember the 
days when Greece was in a very precarious situation and the whole 
battle was to control inflation. At one time it appeared that Greece 
might be lost through inflation, in a sense, more easily than through 
guerilla law. 

So the No. 1 problem in Greece today is to hold the line against 
inflation. 

One I think could conclude that one should not engage in any move 
which is inflationary. Insofar as you move to cancel, it may have a 
bad effect on these foreign currency holdings we have around the 
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world where we have made no move to cancel and have no intention 
of doing so. 

But I really have no real judgment on the issue. 

The CuarrMan. I am sorry I brought it up. I thought that you 
would have. 


FAILURE OF PER CAPITA INCOME TO INCREASE IN SOME AID-RECIPIENT 
COUNTRIES 


Senator Arken. I think it does fit into the whole picture. It has 
disturbed me a lot to think that we have contributed aid to so many 
countries year after year, some of it going on 10 years, and that the 
per capita income of those countries is still almost exactly the same 
as it was when we started. 

We are not improving the condition of the people, increasing their 
own consuming power and spending power. 

It seems as if something has been wrong with the program some- 
where. 

The Cuarrman. That is not true in the Western European countries 
at all. 

Senator Arken. That is not true of Western European countries? 

The Cuarrman. No. 

Senator ArkeN. It is true of Pakistan and South American 
countries. 

The Cuatrman. That’s right. 

Mr. Drarer. I wouldn’t say the South American countries. I only 
know intimately Mexico and—— 

Senator A1rkEN. Maybe I should confine this to South Asia. 

Mr. Drarver. Let me illustrate it with Mexico. Even though they 
have had over a 3 percent population growth, which is a problem, 
for the last 8 or 10 years there, their gross national product has gone 
up between 6 and 7 percent a year, so that their standard of living 
has improved year by year. 

And I believe that is generally true of most Latin American 
countries. 

The Cuatrman. I think Mexico is a little better than any others; 
isn’t that right? 

Mr. Draper. That is correct. 

Senator Arken. Of course you pointed out that in Formosa they 
can’t keep up with the birthrate. 

Mr. Drarer. They have so far but they won’t be able to. The basic 
pessimistic fact, I am afraid, worldwide is—I understand this is true, 
I can’t prove it, but I have been told it is true—that over the last 10 
or more years the world production of food has been increasing at 
the rate of about nine-tenths of 1 percent a year and the population 
worldwide at about 1.4 percent, so that worldwide—and this applies 
to everybody including our own surpluses—the amount of food avail- 
able to the population of the world is a little less each year per capita. 

The population problem, I am afraid, is the greatest bar to our 
whole economic aid program and to the progress of the world. 

Senator Arken. And in some other countries 

Mr. Draper. All over the world. 
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Senator Arken (continuing). It is only the prevalence of disease 
that holds it down, like in Haiti where tetanus holds the population 
down. 

Mr. Draper. We have had great help in the medical field to reduce 
the death rate, and the birth rate goes up. 

Senator Aiken. I think the birth rate is declining only in Ireland 
and Italy. 


USE OF MODERN WEAPONS BY NATIONALIST CHINA 


The CnairMan. Senator, do you have any more questions ¢ 

Senator Arcen. No. I was interested in raising the question of 
special reference, of the victory of the Chinese Nationalists over the 
Communist Air Force. 

To what extent was that victory due to the use of our little ultra- 
modern weapon called the Sidewinder ? 

Mr. Draper. There were 33 victories, 33 Communist planes knocked 
down, and 29 of them were without the Sidewinder. 

The Cuarman. Without ? 

Mr. Draper. The Sidewinder knocked down four. The Sidewinder 
came in toward the end of the operation [deleted]. 

I saw some of the planes with them on. They were added in about 
2 weeks’ time after they got there. Then they went up into a pretty 
big air battle, and four Communist planes were knocked down and 
there wasn’t any more big air battle after that. 

But there had been 29 knocked down by actual Chinese Nationalist 
action individually before that. 

Senator Arken. According to the new reports though—— 

Mr. Drarer. They gave a lot more credit to— 

Senator Arken. They said there were no misses with the Side- 
winder. 

Mr. Drarer. I don’t know whether that is true but it is a very 
good weapon, a very good weapon. 


QUEMOY AND MATSU 


Senator Arken. And what is the meaning of the recent attack on the 
Island of Matsu ? 

Mr. Draper. I would say Berlin. I don’t know. 

Senator A1rken. That isthe easiest answer to give. 

Mr. Draper. They are just trying to show they are still there, I 
think. 

Senator Arken. That isall, Mr. Chairman. 

Mr. Draper. I did find, and so did Dillon Anderson in southeast 
Asia, as a result of this action last fall in the Quemoy area that the 
fact that our fleet was there, went right in, was ready, and we sent 
in some air squadrons and of course we stepped up the rate of ammuni- 
tion supply and big guns and so forth very quickly, and the fact vay 
we were ready to st: iy there ourselves if necessary has increased U. 
prestige throughout Asia very materially. 

Senator Arken. And at least must have a disconcerting effect upon 
the-— 
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Mr. Draper. The Communist flyers we understand are now being 
very severely trained, so that next time I don’t know. 
The Cuairman. Senator Mansfield ? 


QUESTION OF TRANSFERRING MILITARY AID TO DEFENSE BUDGET 


Senator Mansrre.p. General Draper, if the military aid program 
were put into the regular defense budget, and made to compete with 
the Strategic Air Command and other necessary and important seg- 
ments of our defense for defense dollars, in your opinion would the 
amount requested for military aid go down ¢ 

Mr. Drarer. You mean, sir, because of Pentagon action or con- 
gressional action ? 

Senator Mansrretp. Pentagon action plus the fighting between dif- 
ferent groups? 

Mr. Draper. For part of the dollar. I would think, Senator, per- 
sonally, and I am speaking personally, not being on the committee, 
that such a transfer would specifically put the responsibility for the 
program to a greater degree than has been the case in the past with the 
top command in the Pentagon and with the service chiefs, and that 
that responsibility would operate against the tendency that you speak 
of. There is that danger but I would be perfectly willing to trust our 
military for that. 

Senator Mansrretp. Do you think that if such a transfer were made 
the Secretary of State would lose too much directional control? 

Mr. Drarer. Not if properly operated. The requirements as I see 
them are two. One, that in the planning of the program and the ob- 
jectives and missions of the program, the State Department has a very 
important part to play in giving foreign policy guidance and being 
sure that it is being followed. 

But in the operational procedures and in the execution of the pro- 
gram, that should be primarily a matter for the Pentagon to carry 
out. It is always difficult where two coordinate departments are in- 
terested in a program to avoid conflict of thought or to get the best 
execution. 


But I believe that that could be maintained, certainly. And it 
should be. 


UNANIMITY OF DRAPER COMMITTEE’S RECOMMENDATION OF $400 MILLION 
ADDITIONAL FOR MILITARY ASSISTANCE PROGRAM 


Senator Mansrrietp. General, were there no dissents from the $400 
million recommendation made by the Draper Committee / 

Mr. Draper. Within the Committee, no, sir. 

Senator Mansrtevp. It was unanimous? 

Mr. Drarer. Yes, sir. 

Senator Mansrretp. Was any thought given to whether the Euro- 
peans might be able to pay for their military equipment? 

Mr. Draper. We had in mind very definitely that the European 
contribution toward the program should increase as well. You see, 
Mr. McCloy and General McNarney and [I at a different time went 
to the NATO area and studied the problem, and then General 
Schuyler and General Norstad apppeared before our Committee and 
we had a considerable staff working on the problem, the part of the 
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problem that you are speaking of. We concluded this way, if I 
could read one paragraph that bears on this point: 

The developing political, economic, and technological situation makes the 
unity, strength, and defensive versatility of NATO increasingly important. 

While our allies are moving to share in production of some of the more 
modern and expensive weapons, most of these are currently being produced 
only in the United States. 

The Committee is convinced that the present situation requires adequate pro- 
vision of modern weapons to other countries of NATO. 


And now the point: 
And also greater mutual effort— 
on their part as well as ours— 


during the next fiscal year to maintain a strong position in other weapons and 
to meet the existing obsolescence and replacement problem. 

In that connection i have a memorandum here which outlines the 
types of weapons and specific examples of weapons—it is classified of 
course—which I would be very happy to make available, if the com- 
mittee would care to have it. We did not propose nor do we think it 
appropriate that our Committtee should make the selection of 
weapons. 

Obviously that is a matter for the executive departments. But we 
did want to be sure that first there was a need that General Norstad 
had put forward that was realistic. 

In connection with the plans for the buildup of NATO it was 
really required that the weapons that were required could be put into 
production, and that they were not otherwise available. 

And so we in this memorandum have outlined the reasoning that 
brought us to that point of view, and then a list of the items that 
otherwise would not be funded, which we were assured could be 
funded, and produced, which totaled for the NATO area $525 million 
and for the Far East $102 million, making a total of $627 million. 
After discussion and to be conservative we made the request for $400 
million. 

But it was a unanimous feeling that this was the part the United 
States should play in bringing the NATO buildup, which is behind 
schedule, toward the point of planning, and that the United States, 
through its proper representatives, should use this, if it were ap- 
proved and appropriated, as a method and measure of asking their 
greater contribution also. 


SHOULD OUR NATO ALLIES MAKE A LARGER CONTRIBUTION ? 


There is no question, speaking of the European countries as a whole 
and leaving out Greece and Turkey now, that they have had a big 
recovery, a tremendous recovery that we have helped to make 
possible. 

There is no question that their foreign exchange position is very 
different from what it was in 1952. There is no question that if 
properly inspired and educated, or if they had the understanding 
that we think they should, they could and should do more. 

When I was in Europe in 1952 and 1953 we found that by the 
United States taking the leadership—I am thinking now primarily 
of the airplane program that was developed then on a large scale for 
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Europe, for NATO—we found that by our being ready to do some- 
thing—and I think on that deal it was a 50-50 deal—we would get 
them to do a great deal more than they would otherwise do. 

The Committee’s thought, and we did not want to put all that in 
the public document, is that, if the additional funding 1s made pos- 
sible here, there should be ‘top- level negotiations to increase their 
contribution. 

Senator Mansrienp. Now this $400 million which the President 
has indicated he will not ask for at this time does not, I assume, pre- 
clude the very strong possibility that he may well ask for it for 
inclusion at a later date in the 1960 budget ? 

Mr. Drarer. That is my understanding, yes, sir. 

Senator Mansrretp. And supposedly the stage has been set to make 
this request some time in January or February ? 

Mr. Drarrr. I would not want to predict when or how or whether, 
but that would be my understanding. 


DETERMINATION OF MILITARY FORCE GOALS 


Senator Mansrietp. Now, I would assume on the basis of your 
previous testimony that you would agree that the establishment of 
military force goals pretty well determines how much military aid and 
defense support will be furnished to foreign countries ? 

Mr. Draver. The determination of the force goals plus the time 
phasing of the accomplishment, those two things together, yes, sir. 

Senator Mansrrevp. Has your Committee reviewed country by 
country the military force goals which govern military aid, either to 
recommend specific goals or to recommend criteria for such goals? 

Mr. Drarer. We have tried to carefully examine, particularly the 
subcommittees and to some extent the whole committee, that very 

roblem, and have tried to give some informal as well as whatever 
Seen) comments we have made or will make, as, for example, the 
comments that I made around the table here about Korea and Taiwan. 

Senator Mansrietp. You are satisfied that the study which the 
Draper Committee is conducting in this field is not superficial, but 
is fairly intensive, all things considered ? 

Mr. Draper. Yes, sir, we are doing our very best. We have a very 
able staff. The Committee has spent a great deal of time both in 
Washington and outside, and at least we are doing the very best we 
can in that direction. Our work is not through yet. 

Senator Mansrtevp. I understand. That is all, Mr. Chairman. 


SXTENT OF DRAPER COMMITTEE’S STUDIES 


The CHatrmMan. Senator Carlson, do you have any questions? 

Senator Carson. Just this. General Dri aper, this has been most 
informative tome. Did your Committee or is your Committee study- 
ing anything other than military assistance and defense support? 

Mr. Draper. Oh, yes. 

Senator Cartson. Do you get into the economic aid ? 

Mr. Draper. Yes, sir, and our final report will deal to some extent, 
to quite a considerable extent, with that problem. 

Senator Cartson. When will that be issued ? 
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Mr. Draver. We hope to have a report, as I indicated, on the ques- 
tion of organization on the military assistance side shortly, to be 
followed by one on the economic assistance side, and then a final re- 
port—I would like to say it will be this month but I am sure it won't. 
I hope it will be finished by the end of June. 

These other reports may come in the meantime. 


KEEPING THE PEOPLE IN AID-RECIPIENT COUNTRIES INFORMED 


Senator Cartson. Has your committee given any thought to how 
we might better get across to the people of a country receiving aid 
under these three programs, or other programs, the fact that ‘these 
loans, these grants, technical aid and economic aid, are from the 
United States? One of the complaints we get is that the people that 
we aid do not know it; that is, they do not know that the aid is 
from the United States. 

I think it is important that we get that across. 

Mr. Draper. There isn’t any question about that, about the impor- 
tance of it. On the whole I would think that most of the people in 
these countries that are in the cities at least and towns, certainly in 
government, do know it. But very often the size and scope and details 
are not, of course, known. 

And how is that done without flamboyance, without waving the 
flag so much that it has a counterpsychological effect is very difficult 
to say. I think USIA is doing a far better job than they did a few 
years ago in publicizing this wor rk. 

Senator Carison. Senator Morse, Senator Morton and I had the 
privilege of being in India over a year ago. I am sure that the Sena- 
tors would both agree with me that while there we heard a great deal 
about a steel mill that the Russians were building. That was a big 
topic of conversation. ‘That seemed to overshadow anything that we 
might have done. It was something that I suppose was noticeable. 

I have here a dispatch written from New Delhi which was in the 
Washington Evening Star last week, and it is amazing to me: 

U.S. aid to India so far amounts to nearly $2.1 billion in loans and $205 mil- 
lion in grants. Almost the entire amount has been received by India. Against 
this the Soviet Union has promised credits worth $382 million.but, of this, only 
$21.9 million has been received. Of course, the entire grant of $2.47 million 
has been fully received. 

When I was there, I gathered from what little conversations I had, 
that Russia had done a substantial amount of work in India. Now 
based on this—this, of course, is one phase—their aid has certainly not 
been excessive, and we have been very generous. That is the reason 
I mentioned the fact that I thought it was important, if there was some 
way that your committee could do so, to come up with some suggestions 
as to how we might better get across to the people that we do want to 
help them, that we are helping, so that we get some benefit from it. 

Mr. Drarrr. We will certainly take that into consideration. 

Senator Cartson. Mr. Chairman, I would like to put this article 
into the records of our hearings. It is a very splendid article on our 
aid to India. 

The CuarrMan. Yes; certainly. 
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(The article referred to follows :) 


CoMMUNISTS INTENSIFY DrivE To GAIN ECONOMIC POWER IN INDIA 
[From Washington Evening Star of May 17, 1959] 
(By Naranjan S. Uppal, contributing writer) 


The Communist countries, emerging from their isolation enforced during 
Stalin’s regime, are now embarking on an economic offensive in all the under- 
developed countries of Asia. 

Leading the frontal attack is the Soviet Union, while East Germany, Poland, 
Rumania, and Czechoslovakia trail a little behind. 

This offensive is being pressed by implementation of earlier credit agreements, 
the expansion of technical assistance measures, and intensive efforts to stimulate 
even further the rising level of trade. It has an approach which involves propa- 
ganda appeals of one sort or the other. 

The steps being taken have become an integral part of Communist diplomacy 
which is seeking to promote its political objectives—to reduce the influence of 
the United States and its allies, to disrupt free world’s defensive alliances, and 
to increase its own prestige and power. 

This offensive is increasingly apparent in India, which is on the threshhold of 
a great economic and industrial upsurge. The Communists believe that if they 
gain ground in India, their entry into other Asian countries will become easier. 
But the Western democracies, led by the United States and Great Britain, still 
hold the day. And the chances of the Communists dislodging them in the fore- 
seeable future seem rather bleak. 


OUR AID TO INDIA 


U.S. aid to India so far amounts to nearly $2.1 billion in loans and $205 mil- 
lion in grants. Almost the entire amount has been received by India. Against 
this, the Soviet Union has promised credits worth $382 million but, of this, only 
$21.9 million has been received. Of course, the entire grant of $2.47 million has 
been fully received. 

The World Bank and the United States, Britain, Canada, West Germany, and 
Japan have now assured India of credits worth $390 million for the current year. 
Earlier, they had given India a $350 million aid package. 

India Deputy Finance Minister Bhagat revealed recently that American pri- 
vate investments in India have been increasing. They rose from $23.1 million 
in 1948 to over $208.9 million toward 1958-end. Merck, an American firm, is set- 
ting up a plant to manufacture streptomycin in India while other firms are 
investing $7 million in a pharmaceutical plant. To encourage investments, India 
and the United States are negotiating an agreement to: avoid double taxation. 

India’s trade amounts to nearly $3.3 billion a year. Of this, the U.S. share 
is roughly $630 million while the entire Communist bloc has a total of only 
$130 million. But the Communists are making a determined effort to increase 
the tempo. 

TRADE AGREEMENTS 


The Soviet Union, East Germany, Poland, and Czechoslovakia have signed trade 
agreements with India. Their trade delegations have visited India and an 
Indian trade mission toured eastern Europe last year. To help India conserve 
foreign exchange, the deals are mostly on barter basis. Wherever payments are 
to be made, these will be in Indian rupee. 

India is now building three steel plants. Only one is being built with Soviet 
aid. The second plant is being constructed by a consortium of British firms 
while the third is being set up with West German collaboration. 

All the three existing oil refineries have been set up by the West. One is by 
Caltex, the second by Socony Vacuum Oil Co, and the third by Burmah-Shell. 

Russia now has promised a loan of 500 million rubles for a heavy machine 
building plant, a coal mining machinery plant, an optical glass factory, a thermal 
power station, and equipment for coal mining at Korba. Negotiations are under 
way for five plants manufacturing drugs and medical equipment. The Russians 
are exploring oil and minerals in five Indian states. Russia has offered to build 
an oil refinery in Bihar. In addition, the Soviet Union is offering scholarships 
in basic sciences on a large scale. Last year their number was 210. 
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Rumania has offered $10.9 million credit and technical assistance for an oi] 
refinery in Assam, apart from exploring oil at three places in north India, 
Czechoslovakia is to build a foundry forge plant costing more than $42 million, 


WEST GERMAN PLANT 


Aid by Western countries is channeled through the Colombo plan and the U.N, 
technical assistance program as well as directly. West Germany is to set 
up a prototype plant to manufacture machinery for the cottage industries. Agree- 
ment also has been reached for France’s participation in India’s 5-year plan. 
Last year Japan gave India an 18 billion yen credit. Now it has offered to help 
build India’s fourth steel plant at Bokaro. 

3ritain’s latest contribution is $302.4 million credit. British participation in 
Indian economy is largely in the private sector. Their capital forms 85 percent 
of the entire foreign investments in India. 

Canada is associated with the Umtru power project, the Kundah and Mayurak- 
shi Dams, and the atomic reactor, apart from wheat grants. 

U.S. aid has taken the form of wheat, cotton, and dairy product loans 
TCA programs, community development and malaria programs, and arrange 
ments for third country currencies. 

The United States has now sought India’s agreement to change the pattern 
of its aid. U.S. Under Secretary of State Douglas Dillon declared recently 
that “it might be proper in future to identify ourselves more directly with certain 
specific projects, which will be known as the projects the United States of 
America financed.” 

This suggestion has not found favor with the Indian Government. Apart 
from the fact that the U.S. aid is on a much bigger scale as compared to assist- 
ance from other countries, it is valuable because it is available in a number of 
forms which gives flexibility to its use. It also contributes to the maintenance 
of Indian economy as a whole. 

India looks to Western democracies for the amelioration of her economic 
ills. Finance Minister Morarji Desai declared recently that the “United States 
of America was the only country which could help India the most.” Prime 
Minister Nehru told Parliament he would like American investments to increase, 
That was why, he said, he “encouraged the recent American trade missions.” 
India’s Commissioner General for Economie Affairs B. K. Nehru has called for 
a “decisive move forward in organizing the forces of economic cooperation be- 
tween Asia and the United States of America.” And Indian Ambassador to the 
United States Mohammed Chaglia has appealed to the United States to launch 
a crusade for prosperity in the underdeveloped countries. 


DRAPER COMMITTEE'S RECOMMENDED $400 MILLION ADDITIONAL FOR MILI- 
TARY ASSISTANCE TO NATO AREA AND FAR EAST 


Mr. Drarer. Mr. Chairman, would you care to have this memo- 
randum on the method by which we selected possible items for the 
NATO area for this additional 

The CuHarrmMan. It isn’t classified ? 

Mr. Draper. It is classified. 

The CHatrman. But it can go into the executive record ? 

Mr. Draper. Yes, sir. 

The CHatrman. [think it will be useful. 

(The classified portion of the document referred to is in the com- 
mittee’s files. The portions later declassified follow :) 

APRIL 23, 1959. 

While the Committee members agreed unanimously to recommend an additional 


$400 million, no specific Committee decision was made as to the list of items 
which was needed. 
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The Committee’s view, as indicated on page 6 of the preliminary conclusions, 
was that it was appropriate to leave the responsibility of determining the specific 
items to the executive branch of the Government. However, it is entirely con- 
sistent with this that the Committee members did study and form opinions as 
to items which were needed. In fact, the Committee felt that this was necessary 
as one of the principal bases, both for formulating its conclusions as to the addi- 
tional dollar amount required, and for substantiating them later if need to do so 
arises. 

The Committee also recognized that no list of items prepared at the time the 
Committee’s preliminary report was made should be considered as fixed parts 
of the program, since many circumstances may have changed and new informa- 
tion have become available before the funds are appropriated and the program 
is finally firmed up. In fact, the Committee was especially impressed with the 
necessity for maintaining flexibility in the program. 

The Committee’s figure was reached on the basis of various considerations 
including the following: 

First, the report of the Committee’s own NATO Subcommittee, consisting of 
Mr. McCloy and General McNarney. 

Second, the Committee’s Far East Subcommittee, consisting of General Draper 
and General Hull. 

Third, various conferences with the Joint Chiefs of Staff, different members 
of the Joint Chiefs, and written submissions from the Chiefs. 

Fourth, various conferences with Secretary McElroy and other officials of the 
Defense Department, and written submissions from DOD. 

Fifth, various conferences with Secretary Dulles, Under Secretary Dillon, and 
other officials of the State Department. 

Sixth, staff studies made by and for the Committee in Washington. 

Seventh, the conviction of various members of the Committee that an espe- 
cially high degree of consideration in selecting items for the program should 
be given to the needs expressed by the unified commanders in the respective 
areas. 

Highth, while the additional funds which the Committee considered necessary 
were primarily for the NATO area, the Committee felt that some additional 
funds would be highly desirable for the Far East. 

Ninth, as to the other areas, the Committee felt that the amounts programed 
were probably adequate 

Tenth, in addition to the Committee’s consideration of the need for specific 
items, it rested its recommendation for the additional amount, as the report 
indicates, in considerable degree upon the pipeline situation. It had in mind the 
continuing discrepancy between the appropriation of $1,500 million in fiscal year 
1959 and the proposed $1,600 million for fiscal year 1960 on the one hand, and 
the necessity for not cutting sharply below the deliveries of about $2,400 million 
per year which has been maintained over the last 3 years, especially when this 
is considered in the light of the greatly reduced pipeline. 

The following list is substantially illustrative of the items and costs which 
were taken into consideration by members of the committee. 

The total gross dollar figure in the list is more than $500 million for moderni- 
zation for NATO alone. The Committee recognized that certain of these items 
might be subject to change or omission. In addition to the NATO needs, the 
Committee felt there are, as stated above, some additional needs for moderniza- 
tion of forces in Korea and Taiwan. 

The Committee’s recommendation was limited to $400 million to be certain 
to be on the conservative side. 

The following list of the additional commitments for projects and hardware 
for fiscal year 1960 for the NATO area has been prepared by the Committee’s 


staff, guided by the Committee’s discussions and the considerations set forth 
above. 
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Illustrative list of additional projects and hardware necded for fiscal year 1966 
military assistance program for the NATO and Far Hast areas 


[In millions] 








NATO 
1. Ground environment equipment for detection and fire control systems__ $43, 2 
2. Terrier/Tartar installations for three ships under construction com- 
plete missile program for one ship for which the system and a part 
of the missiles are programed in prior years_____-------~_~- venice ja 
3. Deficit in funding liquid-propellent IRBM’s__...-~..--------.--~--. 52.8 
hy IO ine nhicdamiaeieiinm ier etme nmin 3.8 
5. Conversion, overhaul, and reequipping of ships to provide an adequate 
RAST NG PIG TEOTO CO a sii itd ir diem cnn wwe ne 12.0 
6. Additional funds for mutual weapons development program__-—------~~ 20.0 
I fr a ceive imam dden ein tinnanel Gnas 8.0 
8. Complete the funding Redstone programed in prior years_____-_--~~ 4.5 
9. Spare parts for conventional NATO forces.._..--.--~------~----_ 74.0 
ne i sn ttn epilsibech bnimipinh neintion maim makes 10.0 
2 A IEE Biitiiiie Seeincdneri nes dueniemanwiiedinmene 150. 0 
12. AWX aircraft as an initial step toward replacing existing aircraft_._ 83.7 
13. To provide additional Hercules missiles for Nike battalions______~ 12.0 
14. Training for NATO personnel in connection with IRBM’s and AWX 
UN sc eae iat Nanas dea Dic icin esas telcivigts gain eet in pica tay 12.0 
che ani Na acne ocak aka ke thee Inaba bie causal eh thar ecselad an aisle na aiindaestacs 
FAR EAST 


1. Funds for partial modernization of tactical air squadrons, limited 
modernization of Army units, and limited ship replacement and 











a a dl I stm See 
2. Funds for limited modernization, principal items M41 tanks and 
Neen eee nn ee eae eae atten te an rere 52.0 
3. Provide F-86-D all-weather aircraft required in phase with planned 
training and maintenance capability____._._.___-_-_--__-~~- ieee eile 2.0 
ec cla ah sacha otto et wk ns on aes caoes tee oo ees ash ees ce areas real goag i eee 102.0 
NU cee eee ersiah ie otene cries cance meee ais aloes eo enon tte eaten es tee oad ane ecg ae ae 627. ¢ 


GUARANTEE INVESTMENTS 


Senator A1ken. Is your final report going into the guarantee invest- 
ments in foreign countries ¢ 

Mr. Drarer. We will comment on it briefly. As you know, there 
have been two rather lengthy reports on that subject rec ently. We 
will comment in effect on the desirability of many of the things that 
they have recommended, but we did not want to duplicate the work 
here that has been done. 

The Cuairman. When do you expect the final report to be ready ? 

Mr. Draper. Probably toward the end of next month. 

The Cuarrman. Senator Morse? 


OPINION OF GENERAL DRAPER AND AMBASSADOR M GHEE 


Senator Morse. Mr. Chairman, my questions and comments will be 
very, very brief. First I want to say to Ambassador McGhee that 
this is the first opportunity I have had in any official way at least to 
pay my respects to him. In 1952 Senator Long of this committee and 
I, then members of the Armed Services Committee of the Sen: ite, made 
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an inspection of our military installations in Turkey, an inspection of 
other Turkish problems that we thought important to the United 
States, and Ambassador McGhee was the American Ambassador at the 
time. I said to many upon my return, and I will say now, that his 
service was of such distinction to the U nited States, in my opinion, 
that I was delighted to have his point of view in regard to the problem 
that now confronts this committee, because I have great confidence in 
him as I do in General Draper. 4 

So I shall pay great attention and give great weight to the position 
that these two public servants take, though I may have some reserva- 
tions, some differences of opinion with some of their recommendations. 

I did havea very helpful conference with General Draper some days 
ago. We discussed a great many questions, which relieves me of the 
necessity of raising some of them here this morning. 


NEED FOR BETTER UNDERSTANDING OF PROGRAM BY THE PUBLIC 


I want to make this brief comment and then raise one question, 
General. I happen to believe that this program is in some difficulty in 
the country. Public reactions that I have received as I go about the 
country, and the mail that I receive, worry me very much about this 
program. There is what I consider to be, whatever my opinion is 
worth, a growing opposition to this program. 

I think that a ver y, very effective job is going to have to be done in 

order to get the American people to better understand it, 

One of the things that the Congress, in my judgment, has to avoid 
is the impression ‘getting abroad that we sit here and rubberstamp 
the recommendations that are made by your committee or by the ad- 
ministration or any other group. 

We have got to demonstrate that we have subjected it to a very 
thorough analysis, 

I want to support, continue to support, military and economic aid, 
but I want also to eliminate any water in it, and I think there is some 
which can be eliminated. 


TAX RATES IN AID-RECIPIENT COUNTRIES 


One of the criticisms that worries me, we mentioned in our con- 
ference ; because nothing has been said about it this morning, I raise it. 

It is the only point that we discussed in conference that has not 
been raised here this morning. My mail shows it. My questions in 
open forum meetings show it. T lectured at Yale the other night, 
and I was quite surprised at the depth of this feeling in an audience 
such as that. The feeling is that we are failing to some degree in 
getting those with the ability to pay in other countries receiving much 
of this aid to pay on their domestic scene a just share of the ‘cost of 
their own program. 

I think you will find as you go about this country that there is a 
pretty strong feeling that all the tax rates, for instance in such coun- 
tries as France and Italy, are comparable to ours. The rates mean 


nothing because France and Italy are honeycombed with taxpayers 
that dodge their taxes. 
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I think this growing criticism by the small taxpayer in the United 
States is that we are paying high taxes, but the French and the Italians 
are not paying their taxes. Take Iran, for example. The question is 
put to us when we are out on an open forum discussion tour, as I 
have been so many times. What are the facts and figures as to how 
much of the income from Iranian oil is really going into the domestic 
program of Iran that might be used to meet some of these expenses 
that the American taxpayer is being bled to pay ¢ 

Now I am not asking for the information here this morning. 

I am only suggesting for this record, and for your transmittal to 
the people that can supply us with the material, that we had better 
get some raw material before this committee that is going to help 
meet this argument, and to the extent that it may be true—and 
frankly I suspect that it is true, to a degree, in France and Italy— 
what are we going to do about it? 

And what cooperation can we get from the leaders of these 
countries, if they want our continued cooperation, to meet this charge? 
I tell you the American taxpayer has reached a point, a peak about 
this, an irritation about it, and I think we have got to answer this 
criticism. 


NEED FOR CLARIFYING EVASION OF TAXES ARGUMENT 


I want to make this statement in the form of this final question. 
Do you think that there is a need for our clarifying this evasion of 
taxes argument that is being made by some against our foreign aid 
program in some countries ¢ 

Mr. Draper. I believe it would be very helpful if it could be clari- 
fied, yes, Senator Morse. I think the situation in France and Italy 
1S probably improving in that regard. I am not personally as familiar 
with the situation as I would have been a few years ago. But cer- 
tainly the whole economic structure of France is being renovated by 
these last measures that General DeGaulle has taken. I noticed just 
in yesterd: ay” S paper that improveme nt in the ee onomy has come about, 
and there is no question that he took measures that were very unpopu- 
lar and very sound, and which had been recommended I believe by the 
International Monetary Fund and others over a period of years, with- 
out very much result. The Algerian war is still on, and that makes 
a big burden for France, but my impression is distinctly that France 
is going through an experimental period of coming up to modern 
economic development or at least structure, just as Argentina is. 

And the experiment in both cases will have a great ‘bearing on the 
whole private enterprise system in the free nations if both of them 
are successful. 

Italy has certainly been developing its economy for the last 4 or 
years in the right direction. Southern Italy is a big problem but thes 
development there i is being handled far better than a few years ago, 
and the national income has been going up and the taxes, too. 

There is no question there has been a 1 problem of that kind in both 
of those countries in the past. But to answer your question specifi- 
cally, I think that some evaluation of the situation, to answer the very 
criticism that you speak of, could be very helpful. 

Senator Morse. That is all, Mr. Chairman. 
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ted DIFFICULTY IN DEVISING TECHNIQUES FOR TAXATION 


ins ot 
a Mr. McGuer. Mr. Chairman, may I make a comment on this ques- 
7 tion raised by Senator Morse? 

; 


The CuarrMan. Yes, Mr. Ambassador. 


tie Mr. McGure. First, I would like to express appreciation for the 
oul Senator s kind remarks. f We enjoyed and profited from his visit and 
that of Senator Long. This is a question that we looked to in each 
of the countries that we visited, Senator Morse, the question of 
oer taxation. 
tes There is no question that in these primitive economies it is very 
slp difficult to devise techniques for taxation. I think in many instances 
na more can be done. At least in Pakistan I think we found that the 
: taxation was probably too high, that the corporate tax rate in Pakistan 
my is inhibiting the development of industry there. 
ons I think it would be fair to point out that the basic problem of these 
ra? countries which requires assistance from us is not the availability of 
wat internal resources in the hands of governments but the availability 
hth of foreign exchange. Each of these four countries runs a very sub- 
stantial “foreign exchange deficit. The aggregate of Greece, Iran, 
Turkey, and Pakist: in is $760 million currently of which our proposed 
defense support is merely one-third. 
. So they have to meet this other deficit by other means. As long as 
on. this situation exists, I am afraid that there will be a need for dollars 
of no matter what their tax policy was. 
rid But, of course, that really just redistributes internal resources in the 
countries concerned. As I say, I think that the basic justification for 
ri- the aid is the foreign exchange deficits in these countries that just don’t 
aly have the ability to earn foreign exchange in comparison with their 
iar needs which are to a considerable extent dictated by military forces 
or- which we find it in our own interests to help them support. 
by Senator Morse. I think that is very true, Mr. Ambassador, and I 
ust understand that. But some say that just because they need this for- 
ut, eign exchange is no reason for continuing aid programs without any 
pu- evidence existing that the recipient countries are c: arrying their pay- 
the load in regard to their own local taxes. 
th- | 
kes NEED FOR U.S. TO SHOW REAL LEADERSHIP IN THE MATTER OF MUTUAL 
Aid EFFORT 
re Mr. Draper. Senator Morse, just one other comment. Before the 
Korean war our defense expenditures as a percentage of our total 
the budget was rather low, and this was true of the European countries 
ie also. Then we became frightened. We had been demobilizing after 
the war. We began to see the threat more clearly. And as ours went 
r 5 up percentagewise the European countries followed very closely. 
the After 2 or 3 years ours came down again a little bit, and they followed 
£9, again very closely. 
What I am trying to say is that in this matter of mutual effort the 
ot United States can, ‘and T think should, show real leadership, which 
‘ifi- 


| means showing the way, but then expecting them to do their part 
ery | fully. 
I don’t think we have always accomplished that fully, but I believe 
that if our State Department will have this as an objective constantly 
40110—59—pt. 2——7 
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before it, and our Ambassadors, because they have a big part to play 
in that, we can, to a large degree, answer the problem that you have 
spoken "of on an overall basis. Wherever they get the money from, if 
they feel the need and see that we are ready to do our part, I think 
they will generally themselves. 


SCHOOLS IN THE MIDDLE EAST 


The CratrmMan. Thank you very much, General Draper and Mr, 
Ambassador. 

By the way, before you go, I wonder if either one of you would care 
to comment as to whether you have observed any effect of the schools 
in the Middle East. Have you any comment to make upon whether 
they are significant, good, bad, or indifferent, or whether they should 
be continued ¢ 

Mr. McGuer. I would like to comment on this, Senator, because 
I have been associated with two of the schools in the Middle East, 

I have been on the board of the American Farm School in Salonika 
and Roberts College for a number of years. I think we are in a posi- 
tion to see this. 

For example, in Turkey today a large number of the people in high 
office, including the leaders of the opposition, are graduates of Roberts 
College, and, of course, they received a thorough indoctrination in 
American points of view and traditions. 

It is very interesting to me that in Turkey that the alumni of Rob- 
erts College have increasingly contributed to the support of the col- 
lege, and there are now three Turkish members on the board. 

‘It has very high prestige. It adds greatly to the American position, 

I think the basic position of friendliness that one finds in Turkey 
derives from the work of our General Board, which is a church or- 
ganization in this country which has supported schools and hospitals 
in Turkey for many decades. Similarly in Greece, the University of 
Athens. In the Arab world the American University in Beirut has 
made a similar contribution, although the opportunities afforded to 
the graduates back in their own countries—I think this applies par- 
ticularly to Lraq—are not such that they can now make use of their 
education, and in some instances they have become neutralized or un- 
friendly in their views. 

But I would say that by and large support to these institutions is 
dollar for dollar one of the most effective methods by which we can 
increase our position and our interests in the Middle East, and I wish 
very much that there were more possibilities for direct Government 
assistance in this regard. 

The Cxatrman. I have received a number of letters on this subject. 
T have a letter on my desk now from the president of one of these 
universities in the Middle East. He makes the point they need help 
very much. They are very poor. But they are embarrassed in taking 
help directly because of the conflicting political issues in that particu- 
lar country. 

Mr. McGuer. Surely. 

The Cnuatrman. This, of course, presents a problem. It has been 
suggested before that some nongovernmental board be given some 
function here to insulate it from criticism of being purely a propa- 
ganda move that is dominated by the American Government. 
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Well, I am glad to have your views about it. Do you have any 
comment at all about this subject, General Draper? 


UNIVERSITY OF KOREA 


Mr. Drarer. I went through the university, it is not an American 
university but the University of Korea, which has been assisted very 
greatly by American universities, both by exchange of professors 
and by grants, and financial assistance and in a great many ways. 

This university has been filled up tremendously since the end of 
the Korean war and is doing an unbelievably big job. I wasn’t there 
long enough to judge the quality, but I was very surprised to find, 
I think it was a dozen different schools, within this university of all 
kinds with large, comparatively large student bodies. 

I met with the deans and a large group of the professors and was 
very much impressed with the c: aliber, considering the country and 
considering the situation. 


NEED FOR SHARING OUR EDUCATIONAL CONCEPT 


Certainly anything that we can do or that our universities can do— 
and I believe they could probably do it on a more coordinated and 
larger scale than they are—to give assistance not only in countries in 
that area but I have seen the same thing in Mexico—nothing is better 
than to spread our educational thesis, our educational concept with 
real practical help, and with our own professors going there, ex- 
changing professors or whatever way it 1s arranged, so that we im- 
press them with our American way of life and some trend toward our 
own democracy in these countries. 

Nothing can be more important. Education is obviously the thing 
that is lacking for the future, and more of it can do nothing then 
but good. 

The CHarrMan. That is true here so I suppose it is true abroad. 

Mr. Draper. A country that is increasing 3 or 314 percent in 
population has a terrible problem, as in Mexico, even to, keep up, let 
alone improve, their educational facilities, because there is a crop of 
babies and then a crop of schoolchildren, a tremendous number every 
year. Just to spread the same inadequate education over the new 
growing population is itself a tremendous task, let alone to improve 
it as it must be improved. I would just like to close, Mr. Chair- 
man 

Senator SparKMAN. Before you make your final statement, may I 
just say a word about this school proposition ? 

Mr. Draper. Yes, sir. 

Senator Sparkman. As the chairman knows, for the last 2 or 3 
years we have tried very hard in this committee to get some recogni- 
tion of the importance of these American- supported schools, par- 
ticularly in the Middle East. Because of the contribution that they 
have made and are capable of continuing to make, we have felt that 
we ought to be willing in this support program to give them some 
assistance. 

We haven't had too easy a time. I believe last year we did get in 
the Mutual Security Act a $10 million authorization. 














742 MUTUAL SECURITY ACT OF 1959 


The Cuatrman. $10 million was authorized, but the administration 
has used only $3 million. 

Senator SparKMAN. That is just what I am going to say: I don’t 
know what we would be able to do this year, but it seems to me your 
Committee could render a very good service by including in its study 
a careful consideration of just what these schools do mean toward the 
stabilizing of that part of the world and what we can do in connection 
with this program. 

The CuarrMan. I think that is a very good idea. I wish you would 
have your Committee take that up and give some suggestions. 

Mr. Draper. We will be very happy to. 

The CHairMan. Because the administration apparently wasn’t too 
impressed by this program. They didn’t use the full authority that 
they had. Go ahead, General. 


RELATIONSHIP BETWEEN MILITARY AND ECONOMIC AID 


Mr. McGuee. Excuse me, could I just say one thing and let Gen- 
eral Draper make the final statement, but there is one point of view 
that I would like briefly to put before your committee, Mr. Chairman, 
because it has become increasingly important in my own thinking. 

I think one of the difficulties of the military side of the program 
is that it is considered by most people as competitive with the eco- 
nomic. Now the members of your Committee, [ am sure, in general 
would prefer that a given expenditure be made for constructive pur- 
poses and for economic rather than nonconstructive which is generally 
considered to be military. 

I think this is an unfair approach to the problem in that these are 
not really competitive. 

In my judgment what we appropriate for military aid should be 
competitive with all other types, both domestic and foreign, but not 
necessarily competitive with aid for economic development. We 
should look carefully to each situation and see what it is in our inter- 
ests to support. 

In a case of a country like Turkey we have always found it in our 
interests to support the military, and we appropriate sums for that 
purpose. 

We then have an obligation in a sense and a necessity if the program 
is to be effective to give defense support type of aid. But beyond 
that the investment we wish to make in the development of Turkey 
should, I think, be considered on its own merits, and not as being 
competitive with the appropriation for the military side. 


TRANSFERRING MILITARY AID TO DEFENSE BUDGET 


The Cuarrman. Did you agree about the advisability of transfer- 
ring the military aid to the military budget? 

Mr. McGuerr. Yes; I do. I have strong feelings that the overall 
policy with respect to the military program must be in agreement 
with the State Department, because the State Department must con- 
trol overall policies. 

But, once you come to the administration of the military programs, 
the Defense Establishment should have the responsibility and be free 
to carry it out so that you can avoid these successive delays. My per- 
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sonal judgment is that the military leaders will actually give every 
benefit of doubt to the military program, because I have found in 
our discussions with the Joint Chiefs that they attach more signifi- 
cance to the last dollar of the military aid program than they do the 
last dollar of the defense program to this country. 

They will put the defense needs in perspective, but of course, if the 
State Department itself is concerned with the overall program and its 
scope, the dollar request will reflect their views as well as that of the 
Defense Establishment. 


NEED FOR CONTINUED MILITARY AID EMPHASIZED 


Mr. Draper. I have very little more to say except to stress this fact 
that the Committee felt was basic. First, we have been on a program 
that has been averaging about $2.4 billion of deliveries worldwide. 
There has been no change in our commitments. There has been no 
change in the threat except that it is expanding. And there has been 
no reduction for that nor should there be in our defense expenditures. 
The probability is, over the years, that it will get greater, but at least 
itis at least as large as it was. “5 woh 

And the further thought that we all agreed with was that this mili- 
tary assistance program is just as much a part of our own defense as 
our own expenditures, and that in some ways dollar for dollar they 
even accomplish more because of the lower costs of maintaining troops 
in the hands of our allies, and the fact that our allies do the bulk of 
the job. 

For example, Europe is spending 13 or 14 billion dollars and our 
contribution to the NATO area is in the order of a few hundred mil- 
lion dollars. We can’t understand how, without serious jeopardy, this 
volume of assistance is going to be cut as it inevitably will, as the ap- 
propriations are running today, by approximately a third with the 
impact coming as time goes by in the next 18 to 24 months. 

We have only two ways that that problem can be met if it happens. 
Either you are selective and cut off 10 or 15 countries and nobody has 
been able to give us a list of the countries that we ought to stop sup- 

orting—it is obvious what would happen to them—or the other thing 
is to spread the two-thirds over the whole area and be somewhat 
weak everywhere. 

So we would like to leave with your committee this basic thought 
that the Committee feels is fundamental. We don’t know where the 
error, if it has occurred, is or why, but we do think that an error has 
occurred, perhaps unconsciously or partly consciously, because of the 
operation of this pipeline that was there as something to windward 
that could be called on from year to year to supplement the lower ap- 
propriations, and that no longer has much juice left in it. 

So that we do hope your committee will keep that in mind when 
it comes to marking up this bill. 

Thank you, sir. 

+ we Cratrman. I am sure we will, General. Thank you very much 
indeed. 

I wonder if we have time to take a short statement from Mr. Grant. 

The Cuarrman. We will hear now from Mr. James P. Grant, the 
Deputy Director for Program and Planning of the ICA. 

Mr. Grant, we will be very pleased to receive a statement from you. 
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STATEMENT OF JAMES P. GRANT, DEPUTY DIRECTOR FOR PRO. 
GRAM AND PLANNING, ICA; ACCOMPANIED BY DR. EUGENE P. 
CAMPBELL, CHIEF, PUBLIC HEALTH SERVICE, ICA; C. W. 
FLESHER, ACTING DEPUTY DIRECTOR FOR PRIVATE ENTER- 
PRISE, ICA; CHARLES B. WARDEN, CHIEF, INVESTMENT GUAR. 
ANTIES DIVISION, ICA; W. H. G. FITZGERALD, DEPUTY DIRECTOR 
FOR MANAGEMENT, ICA; WILLIAM H. McCAHON, CHIEF, VOLUN- 
TARY FOREIGN AID STAFF, ICA, AND RICHARD B. FARNSWORTH, 
DEPUTY CHIEF, EDUCATION DIVISION, ICA 


Mr. Grant. Thank you, Mr. Chairman. I have a brief statement 
here that will take about 10 minutes. I am appearing today to present 
and justify the authorization of a series of programs which comple- 
ment the programs administered by ICA on a country basis. 

Comprehensive statements have been prepared by the key officers 
responsible for these programs, some of which are supported by state- 
ments by authorities outside of ICA. These have been made available 
for review by the committee and for entry in the record and are before 
you today. 

The expert witnesses for these activities are available this morning 
to provide any amplification or to answer any questions you may have. 
In addition, policy and descriptive statements as well as financial anal- 
yses of these programs are contained in the nonregional (brown) 
presentation volume which has been made available for your study. 

For your convenience, however, I will highlight the salient features 
and present some general observations concerning the importance of 
these programs. 

The seven activities call for the authorization and appropriation of 
$91.8 million for fiscal year 1960. Two of these programs for which 
a total of $10 million is requested, are proposed as new activities in the 
coming year. The balance of $81.8 million compares with programed 
actions totaling $68.5 million in the current year, with approximately 
two-thirds of the increase being an increase 1n the malaria eradication 
program. 

The two activities which are covered by specific authorization re- 
quests in the “other programs” category are ICA administrative ex- 
penses, for which $39.5 million is requested, and “ocean freight for 
voluntary agency shipments,” for which $2.3 million is requested. 

The four programs which are to be funded out of the total of $271.8 
million requested in the special assistance category are: 

Investment incentive fund, $5 million. 

American sponsored schools, $5 million. 

Community water supply program, $5 million. 

Malaria eradication program, $35 million. 

The seventh activity, the investment guaranty program, requires 
no new obligational authority in the coming year. 


ICA ADMINISTRATIVE EXPENSES 


On the request of $39.5 million for ICA administrative expenses, 
we have made available a statement which explains in detail this re- 
quirement. These funds are required to pay for the salaries and re- 
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lated costs for the personnel who are responsible for the planning, 
managing, administration and direction of the entire ICA program— 
in Washington and in the approximately 60 countries and territories 
in which we have activities. This might be described as the overhead 
for the $1,300 million enterprise. 

The slight cost increase in the coming year is attributable to: First, 
full year salary costs and related expenses of positions for which only 
part-year financing was provided in the current year; in other words, 
a job was established and a man came aboard in March, he would only 
be paid for several months this year and the next year there would be 
a full year’s expenses. 

Second, personnel and related costs in newly opened overseas posts. 
The programs in such countries as Nigeria and Somalia. And third, 
expanded support at selected overseas locations in Africa and Latin 
America, where staff strength in the total area is below the level neces- 
sary to maintain, manage and control ICA-administered programs, 
and a modest increased use of consultants in W ashington. 

The current year has seen a substantial strengthening of the person- 
nel side of the program. Thus, accelerated recruitment has resulted 
in a net gain of 399 filled overseas positions, primarily for the tech- 
nical cooperation program, during the first 9 months of the present 
fiscal year, as contrasted with a gain of 114 employees for the com- 
parable period i in the previous year. 

Language training has also been substantially increased with well 
over 1, 000 employees undergoing language training during the first 9 
months of the present fiscal year. 

I might also add in light of General Dr: aper’s comment earlier that 
in ICA we have also started in-service tr: aining on a larger scale, and 
during the past year we have started the Institute for ‘Development 
Programing at the School for Advanced International Studies of 
Johns Hopkins, and approximately 20 officers at a time go through a 
several-month course in development programing. 


OCEAN FREIGHT FOR VOLUNTARY AGENCY SHIPMENTS 


The statement submitted on the ocean freight request of $2.3 mil- 
lion records our firm belief that this people-to-people activity is a 
useful and important supplement to the government-to-government 
assistance programs. 

Each dollar of these funds permits an eligible U.S. voluntary non- 
profit agency to ship abroad approximately $15 of privately donated 
supplies of food, clothing, medicines, hospital supplies, school sup- 
plies, hand tools and other self- help items. Needy persons in 40 
countries receive this help. 


INVESTMENT GUARANTY PROGRAM 


Next I wish to refer to the investment guaranty program. The 
detailed statement which has been furnished to you explains and sup- 
ports our request for two amendments in the Mutual Security Act in 
relation to investment guaranties 

These amendments will extend guaranty coverage to include revo- 
lution, insurrection and civil disturbances arising theref rom, and in- 
crease the guaranty issuing authority from $500 million to $1 billion. 
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In a number of countries which are relatively new and which need 
investment, governments had difficulties in achieving stability and con- 
tinuity—with the result that hazards to prudent investment remain. 

Both the recent Boeshenstein Committee report, prepared under the 
auspices of the Business Advisory Council and the recent Straus re- 
port, prepared pursuant to section 413(c) of the Mutual Security Act, 
arrive at the conclusion we ourselves reached—that coverage should 
be extended to include revolution, insurrection and civil disturbances 
arising therefrom. 

Our request for increase in issuing authority—without increase in 
obligational authority for the coming year—is based on: first, the fact 
that remaining present authority is only about $160 million and ad- 
ditional countries will be deterred from participating if more leeway 
is not available; second, the great upsurge of interest by American 
investors and the improved capacity of our staff which resulted in is- 
suance of $212 million in guaranties in the last calendar year—more 
guaranties than in the entire 9 prior years in which the program has 
existed; and third, the over $1 billion in applications in process for 
guaranty coverage. 


INVESTMENT INCENTIVE FUND 


In a related action, we are requesting $5 million for a new invest- 
ment incentive fund designed to supplement and accelerate fiscal year 
1960 programs in a few selected countries which demonstrate a vigor- 
ous interest in and need for help in encouraging private investment, 
both local and foreign. The comprehensive statement filed on this 
activity indicates that our intention in using this fund is: 

1. To help countries with measures designed to improve local in- 
vestment climate, including the legal framework for effective business 


operations; 
2. To support local institutions which can encourage local enter- 
prise; 


3. To follow through on private enterprise possibilities rather than 
have them die or remain dormant or become Government-owned 
undertakings; 

4. To improve the preparation of private projects so that they can 
be seriously considered by private sources of capital; and 

5. To overcome the obstacle of sheer unfamiliarity of foreign 
sources of capital and know-how with the problem and potentials of 
investment in developing countries. 


AMERICAN-SPONSORED SCHOOLS 


We are requesting $5 million for the second year of the program to 
assist, American-sponsored schools abroad. 

This program is enabling the schools being assisted to contribute 
more significantly to the development of the human resources so des- 
perately needed by the developing countries and, also, to expand on 
their value as models and demonstration centers which influence the 
educational systems of the host countries and thereby improve the 
type of education offered to all students in the country. 

his activity is planned in complete coordination with the local 
currency school assistance activity conducted by the international 
exchange service of the Department of State cadee Public Law 480. 
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COMMUNITY WATER SUPPLY PROGRAM 


We have made available detailed statements by ICA and the 
Deputy Surgeon General of the U.S. Public Health Service in sup- 
port of the special $5 million fund to implement the new community 
water supply program; and other special health programs. 

The widespread inadequacy of domestic water supply is largely 
responsible for the prevalence of waterborne diseases such as cholera, 
typhoid, paratyphoid, amoebic dysentery, and the diarrheal diseases, 
which together are the leading causes of disabling diseases and espe- 
cially infant deaths in the less developed areas. 

The program we propose to undertake is based on the premise that 
loans, with flexible repayment terms, can be used to finance water 
supply development—provided that adequate technical, research, 
organizational, and administrative plans are created. 

Accordingly, this program, which contemplates special grants to 
the World Health Organization and the Pan American Health 
Organization, as well as direct action by ICA, will concentrate on 
technical assistance in organization of national water supply agencies, 
development of comprehensive national plans, establishment of re- 
volving funds, training of technical administrative personnel, and 
stimulation of local private industry to produce the principal com- 

onents for waterworks construction and operation. Success by 
cite countries in these basic organizational, legal, administra- 
tive, and fiscal steps will enable them better to qualify for bilateral 
or international loans. 


MALARIA ERADICATION PROGRAM 


Finally, we request $35 million for the malaria eradication program 
to enable the United States to continue its leadership and support, for 
the third year, of the worldwide effort to eradicate malaria. 

The comprehensive statement made available to you indicates that 
more than 381 million people are now being protected from the trans- 
mission of malaria by eradication campaigns which are now in full 
operation and that some 321 million additional people will be pro- 
tected during fiscal year 1960 when campaigns now planned are fully 
implemented. 

he request includes $3 million and $2 million, respectively, pro- 
posed to be granted to the World Health Organization, and the Pan 
American Health Organization to enable them to continue their part 
in the overall campaign. 

The balance of $30 million is programed for direct ICA activity 
in provision of technicians, training, and essential supplies to 25 coun- 
try campaigns. Fiscal year 1960 is expected to be the peak year for 
U.S. financing because of the large number of national programs that 
will reach a point of maximum activity in the coming year. 

I am prepared now to respond to any questions which you may wish 
to ask or to provide any further information needed on the objectives, 
accomplishments, and financing of these significant programs. 
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(The statements referred to on health programs follow :) 


STATEMENT ON MALARIA ERADICATION, BY EUGENE P. CAMPBELL, M.D., CHIEF, 
PuBLIic HEALTH DIVISION, INTERNATIONAL COOPERATION ADMINISTRATION 


It is proposed that $35 million of special assistance funds be utilized during 
fiscal year 1960 to enable the United States to continue its leadership and sup- 
port, for the third year, of the worldwide effort to eradicate malaria. Details 
of this proposal appear in the Congressional Presentation Book (nonregional 
programs), on pages 39 through 46. 

The avowed goal of this worldwide effort is the elimination of malaria from 
nations of the world in which reside more than 1 billion persons who are or 
have recently been exposed to malaria infection. Since the first appropriation 
for this purpose was received in fiscal year 1958, major progress has been 
made in 26 nations which have signed bilateral malaria eradication agreements 
with ICA (see map 1) and in some 50 additional nations receiving indirect 
U.S. assistance through the special malaria accounts of the World Health Or- 
ganization and the Pan American Health Organization. May I call your atten- 
tion specifically to the table and map 2 attached to copies of my statement which 
has been furnished you. These indicate in detail the job ahead in terms of 
people now protected and to be protected from this disease. Under this pro- 
gram, more than 381 million people are being protected from transmission of 
malaria by eradication campaigns which are now in full operation and some 321 
million more will be protected during fiscal year 1960 when projects now planned 
are fully implemented. I should explain at this point that the relapsing type of 
malaria may persist in the human body up to 8 years and therefore protection 
against transmission in any one area must be maintained for 3 or 4 years to 
assure eradication. 


FAVORABLE IMPACT OF ANTIMALARIAL OPERATIONS 


The role that the United States plays in the malaria eradication program is 
crucial to the success of the worldwide effort. Our leadership in this field was 
well established some years ago when we initiated a program for the eradication 
of malaria in the United States and followed it through to a successful conclu- 
sion. As early as 1942 we began to share with neighboring countries our knowl- 
edge of how to combat this disease. Today, most of the underdeveloped coun- 
tries where malaria is still a serious problem have manpower and can finance 
local costs, but do not have the equipment and materials needed nor the foreign 
exchange with which to purchase them. These items which we furnish can be 
provided only from the United States in the quantity and quality necessary for 
a program of this magnitude. In addition to commodities we are also provid- 
ing the top-level leadership and technical assistance where this is required. 

One of the byproducts of antimalarial operation, which reach into every 
home in malarious areas, is a highly favorable impact on all segments of the 
population from the individual villager to top government oflicials of a host 
country. Results are noted first by the villagers who observe less than normal 
illness following the visit of the malaria eradication teams. Drums of insecti- 
cide, packages of antimalarial drugs, vehicles and spray pumps supplied from the 
United States are clearly identified as to origin by appropriate lettering and/or 
the well-recognized clasped-hand symbol of American economic cooperation. 
The U.S. participation in this program has been well recognized. As one illus- 
tration, when I was in Ceylon this winter there was a major ceremony involving 
the delivery of 34 jeeps for the program. The ceremony was on the steps of 
*arliament. The Prime Minister and the Health Minister participated together 
with American officials, the jeeps passed in procession bedecked with Ceylonese 
and American flags and there was extensive Ceylonese press and film coverage. 


ADMINISTRATIVE PROBLEMS IN MALARIA ERADICATION PROGRAM 


As might be expected in a project of this magnitude and complexity, some 
technical and administrative problems have arisen. Additional instances of 
mosquito resistance to insecticides have been found during the year which 
necessitated the substitution of an alternate insecticide. In some places it has 
been necessary to substitute DDT sprayed twice per year for dieldrin sprayed 
once per year; thus, expenditures for manpower, equipment and supplies are 
almost double that originally estimated. Fortunately, this problem has been 
relatively small to date. Meanwhile, investigations of other possible useful 
insecticides are continuing and some are now undergoing field trials. Methods 
of extending the effectiveness of antimalaria drugs appear promising. 
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Of major importance to the success of the effort is the modernization and 
creation, where necessary, of administrative units within the host governments 
which will be effective in prosecuting intensive nationwide programs such as 
are required for eradication of malaria. In some countries progress in this regard 
has been slower than originally planned. Representatives of ICA, WHO and 
PAHO are closely coordinating efforts to strengthen the administrative units of 
host governments concerned with this program. 

Unforeseen problems in local host government administration of the program 
and the greater cost of commodities have increased the total cost of the program 
somewhat over that originally estimated. We now estimate, on the basis of an 
evaluation of needs furnished by our missions in each country, the U.S. finan- 
cial support necessary for this program for the 5-year period fiscal years 1958— 
62 at $141 million. This is an increase of $33 million over the amount proposed 
for the 5-year period in the original Congressional Presentation for fiscal year 
1958. 

The U.S. participation in malaria eradication, as was pointed out in the fiscal 
year 1958 Congressional Presentation, may require less than 5 years in some 
areas and more than 5 years in others if the goal is to be reached. Joint 
ICA-host government planning at the country level indicates there will be a 
need for foreign exchange assistance after fiscal year 1962 in some countries 
where the problems of eradication are particularly difficult for technical and 
other reasons. (Such extensions of programs in Indonesia, Nepal, Ethiopia, and 
Brazil are pointed out on page 43 of the fiscal year 1960 Congressional Presenta- 
tion Book.) 

REQUEST FOR FISCAL YEAR 1960 


Fiscal year 1960, for which an increase in funds of approximately $9 million 
is being proposed, is expected to be the peak year of U.S. financing because 
of the large number of national programs that will reach a point of maximum 
activity. During fiscal year 1960, a total of $35 million of special assistance 
funds will be required to continue support to the bilateral and multilateral 
phases of malaria eradication. The bilateral component of $30 million will be 
utilized to provide U.S. technical advisers ($780,000), to train national partici- 
pants ($200,000), for contractual services ($120,000), for supplies and equip- 
ment ($28,200,000), and for other costs ($700,000). A country-by-country illus- 
trative assignment of these funds is shown on page 44 (table 1) of the fiscal year 
1960 Congressional Presentation Book. 

It is planned to continue support to many nations of the world through con- 
tributions to the special malaria accounts of the World Health Organization in 
the amount of $3 million and of the Pan American Health Organization in the 
amount of $2 million. The World Health Organization and its regional office 
for the Americas, the Pan American Health Organization, play a key role in 
coordinating the efforts of all nations in the worldwide malaria-eradication pro- 
gram and provide technical support for individual country programs through 
provision of consultation, training fellowships, training facilities, and confer- 
ences. These organizations are uniquely capable of carrying out these func- 
tions through their official channels with the nations of the world and by their 
ability to employ scarce experienced malaria experts without regard to nation- 
ality. Most important of all, these organizations operate in many countries 
and territories in which there are no ICA health programs. This is particularly 
significant since the mosquito is no respecter of political boundaries. The WHO 
and PAHO also are participating directly in and coordinating field investiga- 
tions of special problems, such as mosquito resistance to insecticides and the 
role of drugs in eradication of malaria from tropical Africa. 

Coordination meetings between personnel of WHO, PAHO, United Nations 
Children’s Fund (UNICEF), and ICA are held frequently, and continual liaison 
is maintained to insure close cooperation and to assure the most effective utiliza- 
tion of technical and financial resources available for malaria-eradication 
activities. 

For the first time in the history of mankind the world’s resources have been 
mobilized in an attempt to eradicate a major disease from the face of the earth. 
Malaria has already been eliminated from large areas, and experience to date 
has provided conclusive evidence that the objectives of worldwide eradication 
are technically possible and are now within reach. Appropriations already 
made have been well utilized and new appropriated funds will be used in an 
effective manner. Success, however, will depend on continued U.S. support of 


both bilateral and multilateral aspects of the program at the requested funding 
levels. 
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STATEMENT ON MALARIA ERADICATION, BY LouIsS L. WILLIAMS, M.D., MEDICAI. 
DIRECTOR (RETIRED) U.S. PuBLIGC HEALTH SERVICE; CONSULTANT, PAN AMERI- 
CAN SANITARY BUREAU 


About 10 years ago indigenous malaria was eradicated from the United States 
and our malaria researches were almost completely abandoned as all antimalaria 
work ceased. We thought we were finished with the disease and interest in it 
almost came to an end. It should not have done so for we knew that we pay 
almost $300 million a year in increased cost of imports from malarious areas, 
for malaria increases production costs by as much as 15 or 20 percent—a very 
high hidden tax. 

However, at about the time of achieving eradication we began to realize, 
nationally, the great importance to us of the underdeveloped areas, largely 
malarious ones, and commenced our overseas technical assistance and economic 
development programs. Interest in antimalaria works revived and research 
expanded. 

Disease-ridden peoples can respond only to a limited extent to economic aid 
and technical assistance if they lack the bodily strength to take full advantage 
of the opportunities we provide. Of all the diseases from which they suffer, 
malaria is the most debilitating. Anemic, toxic bodies lack not only physical 
vigor but mental initiative. 

For a long time malariologists have noted the striking mental response which 
follows removal of malaria infection. There is an early surge in desire for, and 
accomplishment of, better education. Agricultural productivity quickly rises 
and industrial development not long after. 

Our example, along with the steady push given by the Pan American Sanitary 
Bureau and World Health Organization, soon caused conversion of many existing 
national malaria control programs into eradication campaigns. But, develop- 
ment of new campaigns lagged due to adverse economic conditions in the 
malarious countries. Particularly was this true where foreign exchange was in 
short supply. 

Adoption of the eradication concept by the International Cooperation Ad- 
ministration and by the United Nations Children’s Fund greatly aided expansion 
of the eradication campaign. Adoption of this concept by the U.S. Government, 
along with material financial support to its own program and to the inter- 
national health agencies, gave an enormous impetus and is probably the principal 
cause of the recent great expansion of the campaign and makes possible the 
belief that global eradication of malaria will be achieved. 

Continued support to this, the first worldwide eradication endeavor is essential 
to all our efforts to improve conditions in those friendly nations now participating. 





STATEMENT ON COMMUNITY WATER SUPPLY PROGRAM, BY EUGENE P. CAMPBELL, 
M.D., CHIEF, PUBLIC HEALTH DIVISION, INTERNATIONAL COOPERATION ADMINIS- 
TRATION 


This program will provide U.S. support and leadership in a concerted 
attack on the gastrointestinal diseases, with major emphasis upon safe water 
supplies for human needs. The widespread inadequacy of domestic water supply 
is largely responsible for the prevalence of cholera, typhoid, and paratyphoid, 
amoebic dysentery, and the diarrheal diseases, which together are the leading 
eauses of disabling sickness and especially infant deaths in the lesser developed 
areas throughout the world. 

To meet this keenly felt need, emphasis would be on assistance to requesting 
governments in the organization and adoption-of sound national programs of 
water supply development for better health, increased productivity, industrial 
expansion, and improved living standards. The program will be carried out in 
collaboration with other nations, with the World Health Organization (WHO), 
and the Pan American Health Organization (PAHO). The sum of $5 million of 
mutual security program special assistance funds is proposed for this purpose 
in fiseal year 1960. A detailed account of this program proposal is contained 
in the congressional presentation book (nonregional programs volume) on pages 
47-51. 

Attention has been focused on the urgency of this basic problem by the World 
Health Organization, the Pan American Health Organization, the U.S. Public 
Health Service, and the leaders of most of the newly developing nations. They 
have singled out the provision of safe water in quantities sufficient to meet the 
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personal and household uses essential for sanitation, comfort, and cleanliness, 
as the single activity which will have the greatest impact upon the reduction 
of disease and the improvement of health and living conditions. The channeling 
of U.S. special assistance funds specifically for a broad program in this area of 
widespread interest will make possible a strong, effective effort with maximum 
impact value and credit for U.S. leadership. 


NEED FOR ADEQUATE SUPPLIES OF POTABLE WATER 


The gastrointestinal diseases are especially prevalent and acute in the lesser 
developed countries, and account for most of the estimated 500 million persons 
who suffer from debilitating diseases each year. In many countries, the diarrheal 
diseases represent the first or second cause of death; on a worldwide basis, 
they account for about 5 million infant deaths each year. The deaths from all 
forms of dysentery maintain an alarming level. Cholera reached epidemic pro- 
portions in several countries in 1958, with 30,000 cases and 138,000 deaths in 
India; over 10,000 cases and 6,700 deaths in east Pakistan; and more than 9,000 
cases and 1,200 deaths in Thailand. Nepal also reported a large outbreak, 
and cholera is only one of the diseases mentioned above which is susceptible to 
substantial control through safe community drinking water supplies. 

The scarcity of adequate supplies of potable water is becoming even more 
acute in many areas. The critical situation in the smaller and moderate-size 
communities is matched by the conditions in the rapidly growing larger cities. 
Few major cities have escaped the phenomenal urban sprawl of the past decade, 
In too many cities and their densely populated satellites, millions of people 
are still dependent upon individual wells, springs, or itinerant purveyors for 
daily water requirements. The piped water systems serving the remaining urban 
households often supply dangerously unsafe water, and frequently ration it to 
a few hours each day. The industrial and economic development of the smaller 
cities and towns, so necessary to stabilize shifting population, is contingent 
upon the availability of water in nearly every instance. If it is not provided 
by the community, industry will rarely come into an area. 


DEVELOPING COOPERATIVE PROGRAMS FOR WATER SUPPLY DEVELOPMENT 


ICA and its predecessor organizations have long been aware of the need and 
the expressed desire for potable water supplies, and have had substantial experi- 
ence during the past 16 years in assisting with the development of cooperative 
programs for water-supply development. The accompanying map (see p. —) 
depicts the extent of total current activities in this field, including water supply 
projects for large cities. 

The gravity of the local water supply shortage has been underscored in many 
country reports to ICA, with one mission director relating flatly that if ICA is 
not prepared to support an aggressive program to provide drinking water for 
villages and towns, no amount of propaganda or explanation would satisfy the 
populace or the government that the United States is interested in their welfare. 

The program plan proposed to meet this crucial problem which is common 
to almost all underdeveloped countries, contemplates the provision of the tech- 
nical and fiscal resources required to encourage and assist cooperating countries 
to put order and method into their water supply programs, assuring a full 
return on expenditures they are already making. 

The proposed program is not to be confused with the many International 
Cooperation Administration or Development Loan Fund aided water supply 
projects for large cities. The long-range objective of the new proposal is essen- 
tially one of channeling existing resources used now in an ineffective and frag- 
mentary manner, into a potable water program for the whole country organized 
on a national seale, as opposed to individual unrelated municipal water projects. 
(See pictograph below, entitled “Developing a Country Program for Community 
Water Supplies.”) It will capitalize on the experience gained in many country- 
wide cooperative programs, such as the ones documented in the attached appen- 
dix, “Examples of Country Programs Involving National Water Supply Agen- 
cies.” It will require specialized consultation and assistance to individual 
countries over periods of 5 to 10 years. 
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OBJECTIVES OF WATER SUPPLY PROGRAM 


The immediate objectives can be defined as giving assistance and encourage- 
ment to cooperating governments to take these steps: 

(a) Designate or establish an agency in the national government to organize 
and promote countrywide community water supply programs. If no appropriate 
agency exists, technical assistance may be provided upon request to help organ- 
ize and develop a staff for such an agency. 

(b) Develop a countrywide community water supply plan. In many cases, 
and especially at the beginning, this would be done in cooperation with estab- 
lished ICA or WHO cooperative health programs. 

(c) Establish a national water supply revolving fund where this is appro- 
priate, from which loans could be made for individual community projects which 
meet the prescribed technical and fiscal standards. 

(d) Train a sufficient number of national technicians and establish sound 
personnel systems in national institutions to assume coordinating or directing 
responsibility for a continuing program based on sound planning as well as 
proper technical and fiscal practices. 

(e) Stimulate industrial enterprises to produce locally the principal com- 
modities for waterworks construction and operation, thereby reducing the foreign 
exchange requirements. 

The taking of these basic organizational, legal, administrative, and fiscal steps 
which are essential to the success of the program will enable countries to better 
qualify for bilateral or international loans for waterworks commodities and 
for the establishment of local supporting industrial production. 

Through the charging of water rents, there is inherent in municipal water 
systems the potential for reimbursement of the capital and operating costs. 
The program proposed for future years would take advantage of this potential 
by utilizing loans to finance the procurement of equipment not available locally. 

The practicability of such a program is supported by the substantial and 
growing number of examples of self-supporting water systems throughout the 
world. The lessons derived from this experience should be applied to the re- 
maining areas as rapidly as sound programs of cooperation can be established, 
taking into consideration the continuing adjustment and adaptation which is 
required to local practices, cultures, and fiscal attitudes. It should not be 
assumed that initiation of this program depends on vast amounts of international 
aid, neither should it be assumed that this program can be an immediate world- 
wide undertaking like malaria eradication. The next 5 to 10 years can be used 
with great profit to expand water facilities in many areas by converting public 
and private groups to accept the idea of organizing properly on a national basis 
to assure maximum use of local and national resources, supplemented where 
necessary by bilateral and international funds. 


BREAKDOWN OF PROGRAM COSTS 


Unlike the malaria eradication program, the community water supply program 
does not embody the urgent element of simultaneous worldwide all-out effort. 
The buildup will more logically include a few countries at a time. Exploratory 
efforts will be concentrated initially on cooperation with those countries most 
interested and advanced in their current efforts to plan for sound, businesslike 
programs of community water supply development. The technical buildup would 
gain momentum in fiscal year 1960, but could not reach the optimum level of 
program operations until fiscal year 1961 or 1962. In fiscal year 1960, technical 
staffs of regional centers, country missions, and headquarters would be as- 
sembled, and regional training and development centers started. The illustra- 
tive implementation schedule for fiscal year 1960 is as follows: 
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It is anticipated that when full scale operation is reached in fiscal year 1961 
or 1962, $9 to $10 million per year will be required for the above purposes. On 
the other hand, there is no long-range commitment implied in supporting the first 
year’s activities in the water supply program. It can within limits be speeded 
or slackened in accordance with available resources and annual assessments of 
progress. 

ADDENDUM 


COLLABORATION WITH WHO AND PAHO 


The new undertaking contemplated here will obviously require substantially 
greater technical resources than are available to ICA. Much of this require- 
ment can be met through coordinating our efforts with those agencies having 
such technical resources, such as the Public Health Service, the World Health 
Organization, and the Pan American Health Organization. A joint program is 
proposed, with bilateral and multilateral health agencies pooling their efforts 
to meet a common objective. 

There are several important factors that contribute to the preference for a 
combined or joint program, casting WHO, PAHO, and ICA in the major inter- 
national roles. 

(a) The multilateral agencies (WHO and PAHO) are engaged exclusively in 
public health programs and hence have built strong ties and close working rela- 
tionships in this field with nearly all of their 88 member nations. They are 
intimately acquainted with cultural patterns, administrative practices, program 
weaknesses, and related conditions, important in those countries where ICA has 
no public health missions. 

(bv) On the other hand, ICA missions have acquired a comprehensive under- 
standing of total needs and resources of a substantial number of nations, and can 
bring to bear the considerations of economics, supported by assistance as re- 
quired in industrial development, agriculture, and other vital fields related to 
water development. 

(c) WHO and PAHO cooperative projects with member countries are of a 
technical: cooperation nature and do not include capital assistance in the form 
of grants or loans. WHO and PAHO projects are often handicapped by lack of 
adequate commodity support. 

(d) Initiative by WHO and PAHO to stimulate national programming adds 
international stature to the program and can serve to complement the assistance 
available from ICA. WHO is an effective, highly competent organization, 
widely acclaimed for the role of world leadership it has acquired in the field of 
health. 

(¢) ICA-sponsored bilateral programs offer flexibility and latitude of operat- 
ing arrangements and meet the conditions in some countries more adequately 
than multilateral programs. WHO can be expected logically to be most active 
in the research, development, and education fields, while ICA may assume a 
major responsibility in assisting local government implementation of action 
programs of construction and management of facilities. 
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EXAMPLES OF COUNTRY PROGRAMS INVOLVING NATIONAL WATER SUPPLY AGENCIES 
BRAZIL NATIONAL WATER SUPPLY PROGRAM 


In 1942 at the beginning of the cooperative health program, the IIAA fur- 
nished technical assistance and all funds needed for the design and construction 
of water supplies for municipalities in selected areas. Gradually, U.S. grants 
were reduced until by now they are only 3 percent of a greatly expanded total 
annual sum. Brazilian funds now amounting to about $2.8 million annually 
have been granted from income tax receipts, or from development banks serving 
several depressed areas, and occasionally in part from the municipalities them- 
selves. Since 1942 about 450 small supplies have been completed, are now 
under construction, or are under design. 

A bill is now before the Brazilian legislative branch to establish the same 
annual fund of $2.8 million to form a revolving fund for loans without interest, 
instead of direct grants. The loans are to be repaid in about 10 years by each 
municipality benefited. 

The annual allocation of $2.8 million, together with the repayment of loans 
to the Federal Government, will create a growing revolving fund, which will 
permit within 15 years the financing of 1,275 small supplies serving an average 
of 5,000 people and now costing an average of $56,000 each. This is in contrast 
to a total of only 750 supplies which could be financed with the same Federal 
expenditure allocated as grants rather than loans. The annual appropriation 
will be continued until an adequate balance is maintained by loan repayment to 
satisfy yearly requirements for new construction. 

Operation and maintenance of completed systems in the Brazil program is by 
autonomous municipal water departments, subject to the joint authority of the 
mayor and the special public health service of the Federal Government. Water 
rates are adjusted so that the consumers pay the cost of operation and mainte- 
nance, although it is necessary to install public hydrants to serve those too poor 
to afford house connections. Rates of $0.12 per 1,000 gallons are generally 
adequate for this purpose. This amounts to an average of about $6 per family 
per year. 

Technical supervision over the operation of Small supplies is provided on a 
regional basis so that a team of one engineer, one mechanic, and one auditor 
can supervise operation of a number of supplies. The annual cost of about 
$10,000 for such a team is to be prorated to each municipality in terms of rela- 
tive water consumption. In general, the cost would be about $1 per family per 
year. 

The water supply program in Brazil has, besides materially reducing the in- 
cidence of enteric disease, led to a marked increase in the number of engineers 
interested in this field. Most waterworks equipment and materials, previously 
imported, are now manufactured in Brazil. There has developed an insistent 
demand for more and more water systems to be constructed for the small cities. 

The Brazilian program illustrates the results of technical cooperation and 
U.S. funds in stimulating the formation of a national agency to supervise the 
financing, planning, construction, and operation of a growing number of sup- 
plies, especially for smaller municipalities in the less developed areas of the 
country. 

INDIA NATIONAL WATER SUPPLY AND SANITATION PROGRAM 


This program was initiated under bilateral agreement signed in 1954, with 
actual water supply construction beginning in fiscal year 1956. Prior to the 
agreement, which followed development of organizational plans by the National 
Health Ministry aided by USOM Public Health staff, there had been no national 
water supply program. 

The general plan or organization follows a Federal-state relationship pat- 
tern similar to the United States of America and fitting into India’s basic gov- 
ernmental pattern. It involved establishment of a central public health engi- 
neering organization in the National Ministry of Health and of public health 
engineering departments in each state. The state organizations perform design 
of water and sanitary drainage systems, management and supervision construc- 
tion and technical supervision of local operation and maintenance. The na- 
tional organization makes final review of construction plans and has other 
coordinating and supervisory functions, including allocation of funds. 
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The scope of the program takes in urban and village water supplies and urban 
Sanitary drainage systems. Up to the present, it has been almost entirely an 
urban program, with 258 urban water supply and sanitary drainage projects 
approved and either scheduled for construction, or completed. These have a 
total estimated cost of about $110 million and an average cost of $410,000. 

Financing is four-way; USOM participation is entirely with GOI. According 
to latest available data (June 30, 1958), USOM has supplied $6.38 million 
against total country commitments by and through GOI, of $400 million equiva- 
lent, a ratio of about 1: 60. 

The GOI matches state and local contributions on a 50-50 loan basis with 
the states in turn making their financial arrangements with the local govern- 
ments. A few major cities may be handled by GOI on a more direct basis. In- 
digenous products used in water supply systems include pipe, valves, fittings, 
meters, and pumps. While the supply of some of these items is not equal to 
demand, production is increasing. 

At the present rate of progress, the existing needs of Indian cities will be 
eared for in about 50 years. 


MEXICO NATIONAL WATER SUPPLY PROGRAM 


In 1947, the Federal engineering law was passed to stimulate the construction 
of municipal water supplies through cooperative projects involving the loan of 
Federal funds. The Ministry of Hydraulic Resources was given the responsi- 
bility of executing activities related to the provision of potable water throughout 
the country. A very important point in this law is the power it gives the Federal 
Government to provide construction services, including the operation and con- 
servation of systems, and the recuperation of loans. The Federal funds so 
recovered can be added to currently appropriated funds for the development of 
new projects. 

The majority of the projects originate through requests made by the inter- 
ested local citizens, which are presented either directly to the Ministry of 
Hydraulic Resources, which is charged with determining the extent of financial 
cooperation of those concerned, or to the Ministry through municipal or state 
authorities. In addition to the loan funds provided by the Federal Government, 
the following sources of funds are also available: (1) Municipal governments; 
(2) state governments; (3) loans from a special Government bank; and (4) 
funds from private individuals obtained through local civic groups. 

When the interested citizens have reached agreement, the Secretary of 
Hydraulic Resources includes in his annual program of activities the sum which 
the Federal Government must advance, and once this is approved, he formulates 
the cooperative agreements and begins to organize the actual projects. If Fed- 
eral funds are utilized, the plans are formulated by the Ministry of Hydraulic 
Resources ; if no Federal funds are utilized, the Ministry of Hydraulic Resources 
approves the plans and provides for inspection during construction. The con- 
struction may be carried out either by the Ministry through contractors or the 
contribution of local materials and labor, or through arrangements made by local 
“Juntas de Agua Potable” composed of representatives of Federal, state, and 
local governments, as well as the public. Once the construction is completed, 
the management of the system is given to the local Junta, although the Ministry 
plays a very important role in this phase also. 

In 1956, the law of cooperation for provision of water supplies to communities 
was passed. Through this law, the Federal Government, through the Ministry 
of Hydraulic Resources, may cooperate with local authorities through the appor- 
tionment of outright grants covering one-half of the cost of projects in localities 
with less than 30,000 inhabitants, and one-third of the cost in larger com- 
munities. The new law does not preclude the use of regular Federal loans men- 
tioned previously. 


PUERTO RICO INSULAR WATER AND SEWERAGE AUTHORITY 


The accomplishments of the Insular Water and Sewerage Authority since 
its establishment in 1945 is a good example of what can be gained through 
efficient management and operation. Even though Puerto Rico may represent 
an atypical case in the improvement of a lesser developed area in a very brief 
period, many of the problems are similar to those in Latin American countries 
and elsewhere. 
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The 75 existing water systems taken over were in a decrepit condition due to 
neglect by municipal authorities and in great need of rehabilitation, improve- 
ment, and enlargement of sources of supply and distribution systems. Few, if 
any, were collecting sufficient revenues to meet indicated needs. Water service 
on a 24-hour basis existed in only 6 of the 75 supplies. There was essentially no 
service to rural inhabitants. 

Although no bonds were issued until 1949 for major reconstruction and new 
construction, by 1955 Puerto Rico claimed to be one of the few countries of the 
world with continuous safe water service in all 75 of its towns and cities. 

In addition to a program of major expansion of supply and distribution system 
extensions to catch up and keep pace with Puerto Rico’s rapid population 
growth and urban development rate, large-scale rehabilitation was undertaken 
to repair leaks, restore water main capacities by cleaning, and to install, repair, 
and read water meters. In 3 towns, installations of water meters alone resulted 
in 24-hour daily service in place of the previous 6 hours’ service. 

Although water rates are modest and construction costs high, the program is 
self-liquidating, and the Authority’s bonds which are secured only by revenues 
earry coupon rates ranging from 3 to 4 percent. 

The rate charged domestic consumers is 43 cents per thousand gallons, equiva- 
lent to about $3 per month for a family of 5 at representative consumption rates 
for the U.S. mainland and far less than that for the average Puerto Rican family. 

The balance sheet for the fiscal year ending June 30, 1957, shows water reve- 
nues amounted to $644 million. Water supply operating and maintenance 
charges amounted to less than $2 million. Although sewerage service is prob- 
ably performed at a loss, there was a surplus of $0.5 million for the combined 
account after meeting all expenses, including bond interest and amortization, 
depreciation, reserves, and an allocation of $0.6 million for operating revenues 
for improvement and extension. Outstanding bonds amounted to $30.6 million, 
as compared with utility plant assets of $98 million at original cost, a portion 
of which was financed by the general government. The reserve account totals 
$12.7 million. Free water from over 3,000 public hydrants on water mains is 
also being provided to nearby 700 rural communities. The cost of this water 
is paid for by the general insular government. The overall urban water-supply 
system was S82 percent metered at the close of the fiscal year. 


STATEMENT ON COMMUNITY WATER SUPPLY DEVELOPMENT BY ABEL WOLMAN, 
Dooror OF ENGINEERING, CONSULTING SANITARY ENGINEER; CHAIRMAN EMERI- 
TUS, DEPARTMENT OF SANITARY ENGINEERING, JOHNS HopKINS UNIVERSITY; 
PRESIDENT, AMERICAN PUBLIC HEALTH ASSOCIATION, 19388; PRESIDENT, AMERI- 
CAN WATER WORKS ASSOCIATION, 1942; SpecrAL CONSULTANT, WHO, PAHO, 
ICA, AEC 


The development of community water systems to be piped into the house or 
immediately adjacent thereto represents one of the most promising of global 
efforts. The provision of water to aggregates of people now without this amenity 
assumes increasing importance because of the impact of such an effort upon 
public health, industrialization, tourism, and housing. 

One of the greatest causes of death and illness in most parts of the world 
outside of the Western Hemisphere is in the diarrheal diseases. A considerable 
reduction in these enteric diseases is to be expected when people have easy access 
to safe water for drinking and ample water for personal cleanliness. 

The expansion of industry, almost without exception, is contingent upon the 
availability of water. Without water, industry cannot exist. If it is not 
provided, industry will not come into an area. 

The housing requirements of the world are enormous. They cannot be met 
by buildings alone. Housing projects have been built into which people cannot 
move because water has not been provided. 

The tourist everywhere encounters either water unsafe to drink or none at 
all at various times of the day. 

All of these deficiencies take their toll of life, curtail economic development 
and restrain the growth of higher standards of living. All are correctable if a 
militant program for community water systems is pursued with maximum 
utilization of local resources of manpower, materials, and money. 

To make such a program effective requires a new and imaginative approach to 
fiscal support by means of maximum local funds, expansion of the availability 
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of national and international loans at low interest rates and long amortization, 
judicious use for stimulation purposes of grants-in-aid, and the rapid develop- 
ment of the principle and the reality of partial or complete financial reim- 
bursability and self-support of water systems. 

Faith in the practicability of such a program is a first requisite for a world- 
wide attack. That such a faith is realistic is supported by the great number 
of examples of self-supporting water systems throughout the world. The 
lessons derived from this vast experience should be applied in whole or in part 
to the remaining areas, after continuing adjustment to local practices, cultures 
and fiscal attitudes. It should not be assumed that a worldwide program must 
await the existence of vast amounts of international aid. 

The next 5 to 10 years can be used with great profit to expand water facilities 
in many areas by converting public and private groups to the acceptance of the 
feasibility of such rapid expansion with local and national resources, supple- 
mented by bilateral and international funds. The latter sources of money are 
often of minimum necessity for the success of the program. 

Literally, millions of people are within reach of the goal of community water 
in or at the house, of safe quality and ample quantity, if the technologie and 
fiscal processes of providing them are made known to their governing bodies. For 
such a program, fixed charges on capital rather than the staggering capital itself 
should be the area of emphasis and disclosure. Water is cheap and can well 
pay for itself. 

Such a global program should be accompanied by a well-integrated division 
of responsibilities among national and international agencies. It may be sug- 
gested that WHO have a major responsibility in the whole complex of leader- 
ship in education of officials in the administrative requirements; ICA in the 
technology and finance features; the national and international banking units in 
the development of credit; and the national and local political units in execu- 
tion of projects. Sharp divisions of responsibility are impractical. Essentially, 
however, WHO would be most active in the research, development, and education 
field, while ICA would have both technical and fiscal opportunities to implement 
action programs. The lending or banking agencies have fairly well defined 
functions historically. The strengthening of interrelationships among all of 
these is essential. 


STATEMENT ON INTERNATIONAL MEDICAL RESEARCH BY EUGENE P. CAMPBELL, 
M.D., Cuirer, PusLic HEALTH DIVISION, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION 


We are proposing the use of $1 million of special assistance funds for inter- 
national medical research. These funds will help to implement the plans for 
international medical research developed by the WHO using a grant made for 
that purpose by the United States in fiscal year 1958 from HEW appropriated 
funds. This program is described in detail on pages 53-55 of the nonregional 
presentation book. If the committee has questions on the substance of the pro- 
gram, answers can be supplied during the question period. 


STATEMENT ON COMMUNITY WATER SUPPLY DEVELOPMENT BY Dr. JOHN D. 
PORTERFIELD, DEPUTY SURGEON GENERAL, PUBLIC HEALTH SERVICE, DEPART- 
MENT OF HEALTH, EDUCATION, AND WELFARE 


Mr. Chairman and members of the committee, it is a privilege to appear before 
your committee and give the Public Health Service’s views on the proposal 
to encourage and support a major attack on the gastro-intestinal diseases with 
safe water, adequate for human needs. We favor this attack on the human 
suffering, infantile death, and economic loss caused by the almost universal 
prevalence of a broad complex of gastrointestinal diseases which can be prevented 
with clean water. These diseases include chlorea, typhoid and paratyphoid 
fever, many of which were common in our towns and cities less than 50 years 
ago, and the more recently recognized bacterial and virus infections. The fact 
that these diseases are no longer important health problems in the United States 
is attributed in large measure to safe water being readily available to every 
citizen. 

In the rest of the world some 500 million persons each year have one or more 
illnesses due to these diseases. An estimated 5 million infants die each year. 
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Gastrointestinal diseases are especially prevalent and acute in the newly 
developed countries. In Latin America they were the leading cause of death in 
nine countries, the second cause of death in three countries, and third, fourth, and 
fifth in four other countries. In addition to the human suffering and death 
these diseases cause, they represent a tremendous economic loss to the develop- 
ment of growing nations. Two million deaths and one billion man-days of 
labor is the estimated annual toll of enteric diseases in India alone. To this 
tragic economic burden must be added the cost of care and treatment for the 
40 million cases of illness they cause in India each year. In 1944 the estimated 
eost to Venezuela per year due to death and illness from diarrheal diseases plus 
the cost of medicine and medical services was approximately $39 million, 8 
percent of the national production of that country. Burdens such as these 
impede progress toward economic sufficiency to which the programs of ICA 
are aimed. 

The principal factor in this problem is the scarcity of adequate quantities 
of potable water in a sizable area of the world. Documentary evidence of 
the importance of safe municipal water supplies in controlling and preventing 
water-borne outbreaks of typhoid fever and cholera is unquestionable. Reduc- 
tion in diarrheal diseases has usually resulted either directly from water 
supply improvement or indirectly from the chain of events created by this 
measure. 

By personal observations and through Public Health Service officers on detail 
to ICA missions, I know that the United States through ICA and its predecessor 
agencies has given some assistance, on a bilateral basis, in developing community 
water supplies over the past 15 years. These have met only in a limited way 
the objectives of the proposed program. 

Stimulated primarily by their success in launching an effective malaria eradi- 
cation program, there has been a concerted and redoubled effort on the part 
of national governments and international agencies to generate support for an 
expanded and sweeping attack on diarrheal diseases, other filth-borne diseases 
and the economic loss resulting from the acute scarcity of water for human 
needs. For the second consecutive year environmental sanitation and water 
supplies are principal items on the agenda of the World Health Assembly. 


ROLE OF PUBLIC HEALTH SERVICE, WHO AND PAN AMERICAN HEALTH ORGANIZATION 


The Public Health Service to the extent of its resources is assisting the 
International Cooperation Administration in developing a plan to meet this 
demand. It has participated with ICA in the deliberation of a panel of leaders 
in the field of sanitary engineering and water works financing on this problem. 
It is the belief of these experts that by improving the quality of the engineering, 
planning, and administration of water supply projects now being considered in 
the underdeveloped countries these projects can be made sound economic ven- 
tures which will qualify for consideration for loans of governmental and private 
financial institutions. 

It is the expressed intent of the International Cooperation Administration’s 
plan to offer a mechanism for mustering the technical and financial resources 
required to assist countries to put order and method into their water supply pro- 
grams and to place them on a sound technical and financial base. These activi- 
ties would involve the evaluation of countrywide water supply plans, guidance 
in establishing and operating sound fiscal practices, the training of indigenous 
technicians, the stimulation of research as needed to develop methods, materials, 
and equipment practical for local situations. Also, the stimulation of industrial 
enterprises in these countries which will satisfy the construction and operational 
requirements of community water supplies. The ICA proposal includes extensive 
use of the World Health Organization and the Pan American Health Organiza- 
tion in carrying out the program. 

The World Health Organization has been particularly successful in the train- 
ing of technical personnel. Its advisory services, utilizing expert committees, 
consultants, and specialists in the various fields have provided one of the areas 
of progress in recent years. Also, it has made a substantial contribution to 
international work through the development and publication of technical man- 
uals, specifications, and standards. The continued development of these activ- 
ities are most helpful to a worldwide community water supply program. 

In addition, the bilateral health activities of ICA touch only 43 countries. 
Through the participation of WHO and PAHO, whose membership of more than 
88 countries and their dependent territories, the program can reach all areas 
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of the world, particularly those in tropical Africa, into which U.S. health assist- 
ance has not yet penetrated. In a health enterprise of this scope, the World 
Health Organization is not only a valuable ally, but an indispensable partner. 

We in the Public Health Service are convinced that community water supply 
is one of the major unmet health needs of much of the world. We believe this 
proposal of ICA represents a practical approach; it is reasonable and econom- 
ical, and includes the kind of technical and administrative assistance the United 
States is well qualified to provide. 
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MALARIA PROGRAM 


In closing, may I say a few words about malaria. This worldwide program 
represents the first effort of the nations of the world as a group to eradicate 
a disease. The active participation of more than 70 nations insures success, 
provided that each nation, including the United States, can continue to give the 
financial and technical assistance required over the next few years. 

In 1957 Dr. Burney, Surgeon General of the Public Health Service, testified 
as to the validity and technical feasibility of this program, as jointly planned 
by the World Health Organization, countries having malaria and the Interna- 
tional Cooperation Administration with the assistance of the Public Health 
Service. We continue to endorse this effort and will support it in every prac- 
tical way. 


INTERNATIONAL APPROACH TO OBTAINING NEW KNOWLEDGE OF DISEASE 


The same can be said of support to WHO in the field of research. Nations are 
not unique in their possession of research competencies and the best results in 
this type of enterprise can only be obtained through worldwide cooperative en- 
deavor. WHO is at present completing the development of the plan asked for 
by the United States at the last assembly under a grant from the National Insti- 
tutes of Health of the Public Health Service. The PHS believes strongly in 
the effectiveness of the international approach to obtaining new knowledge 
ot disease and disease processes. The Director of the National Institutes of 
Health of the PHS was a member of the group which met to advise the Director 
General on the overall planning of a program, and PHS has seconded one 
of its leading research administrators to assist in the study of worldwide re- 
search capabilities and requirements and has sent 12 of its outstanding tech- 
nical personnel to advise the Director General on research needs in selected 
fields. From the preliminary presentation to the executive board in January, 


we are confident that an important proposal will be put before the Assembly 
in May, and will merit full support in the furtherance of medical research. 


FAILURE OF FOOD PRODUCTION TO INCREASE AS RAPIDLY AS THE 
POPULATION 


The Cuatrman. Thank you, Mr. Grant. That is a very good state- 
ment. One of the last things General Draper, the previous witness, 
said, after having studied other aspects of our problem, was that 
worldwide the increase in food production is less than 1 percent a 
year, in the overall increase, whereas the population increase is at a 
rate better than 1 percent. I think it was 0.9 percent for food, and 
1.4 percent increase in people. 

That was the genera) case. In the specitic case such as Taiwan, he 
mentioned—of course, we know this is the case in India and other 
countries—the greatest obstacle toward raising the standard of living 
of the people is the rapid increase in population. Would you care to 
comment on this question? 

Mr. Grant. This has been a matter of considerable concern and 
debate within the office concerned with this program throughout the 
executive branch. I think that what has to be recognized is that where 
health improves along with increasing productivity in other areas, 
the increasing population is not a major problem, and in fact the 
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improved health together with the other activities may more than 
take care of the increasing food demands. 

The CuairmMan. What do you have in mind? 

Mr. Grant. Well, if you ‘take a country such as Taiwan and look 
at their overall situation, their health in Taiwan has improved 
drastically. 

The Cuarrman. Yes. The population has increased drastically, 
too. 

Mr. Grant. And the production has increased drastically. 

The Cuatrman. Has their production of food increased in a com- 

arable amount? According to General Draper, who visited Taiwan, 
with the limited amount of land, there is no way to expand food pro- 
duction. They are cultivating every inch. He says that we face in 3 
or 4 years or 5 years a very serious situation due to the increased 
populati ion. 1 would be glad to hear what you have to say about that. 

Mr. Grant. Well, sir, let’s take Taiwan as an ex: imple. In the last 
6 or 7 years the production of Taiwan has increased by approximately 
20 percent. During this same period the agricultural food production 
has increased by approximately 50 percent and industrial productivity 
has gone up by some 80 percent, so that your Taiwanese today, in terms 
of productivity, are well ahead of their increased population. 

This leads me to where my own personal area of concern is, which 
is where there is substantial improvement in health but not an accom- 
panying improvement in productivity, and this does raise major prob- 
lems. The last country I was in was Ceylon, and in that country 
roughly half the island had been unpopulated because of malaria. 
Senator Sparkman may remember the briefing he had when he was 
there. And through the malaria eradication program in Ceylon, more 
than half the island was opened up for cultivation and settlement. 

I think if you look back at the picture in countries like England, 
Japan, and Western Europe, where health, improved health and im- 
proved productivity have gone together, hand in hand, the health 
measures have been beneficial for the overall picture, and not detri- 
mental. 

Senator Arken, Mr. Chairman, I would like to add a word there, 

The theory that the world is going to starve itself to death is a very 
questionable theory. The reason there has been no oreater increase in 
the production of food is that the producing countries have been do- 
ing everything that they possibly could to hold down the production 
so that the markets would not be flooded. It is true of sugar, it’is true 
of the grains, it is true of coffee, it is true of other foods. 

And you know the situation we are in here; we could double our 
food production in 4 or 5 years’ time, and many other countries of 
the world could do the same. But it spells economic disaster in try- 
ing to keep food somewhat in balance, the supply with the demand for 
it, and because of the better distribution systems. The fact that the 
United States, Canada, and Australia and other countries have had 
surpluses has helped us virtually to eliminate famine, although not 
malnutrition. 

We would use a great deal more food. We would have to produce 
a lot more food if the people of the underdeveloped countries of the 
world were able to get the income to buy the food. They have got 
to have the consuming power, and I think we should direct our for- 
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eign aid programs to that end, to helping the people become able not 
only to consume more food but also to use more of their own sur- 
pluses, which they now expect the United States to buy from them. 

The thing on which we are stymied in this Congress is how to hold 
down our food production. 

The CuamrmMan. What I was particularly interested in is, how does 
it help the poor people in these various countries—Pakistan, and 
Ceylon for that matter, and others—if we help them increase their 
numbers without at the same time giving them the food ? 

Do you think our Public Law 480 program is a permanent program ? 

Senator Arken. In improving the health of other countries I think 
maybe the Creator is increasing the population of countries in an in- 
direct way to help us get rid of some of our surpluses. 

Anyway it has that effect, but it still does not increase the living 
standards of the people. 

The Cuarrman. Well, we have had testimony that the living stand- 
ards, that is, the total wealth and purchasing power of some of these 
countries, are going down instead of going up. 

I mean they are increasing their numbers, to a great extent due to 
these health measures, faster—now General Draper used Taiwan as 
one example. He himself stated, I believe the record will show, that 
he thought in 3 to 5 years there would be a very serious situation 
there. 

The problem still remains, in a country like India, Pakistan, or 
others, the question of the individual’s standard of living. 


IMPORTANCE OF TIMING AND BALANCE 


Senator Sparkman. Mr. Chairman, doesn’t it make this point? As 
he mentioned, in using Taiwan as an example, first you have the 
increase over this period of time of population. Second, you have 
the increase of food production. Third, you have the increase of 
industrial production. 

I think probably you could show a fourth, that you have an increase 
in the standard of living. In other words, it is a matter of bal- 
ancing the program. If you go into a country that is scourged with 
diseases of different kinds and you wipe out the disease and do nothing 
with the rest, then you are getting them into trouble. 

Mr. Grant. That’s right. 

Senator Sparkman. But if accompanying that you have a program 
that will do the other things, then you can ‘take care of it. 

Senator Arken. We have helped Italy. Italy has had a tremendous 
industrial expansion. Italy is in a much sounder condition than 
it was. The people are better off there and the birthrate has fallen. 
What does that prove? 

Senator SparKMAN. Well, it doesn’t mean necessarily that the birth- 
rate must increase. The great increase in many of these countries 
is brought about by reason of our wiping out many of the death- 
dealing diseases. 
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RELATIONSHIP OF HEALTH MEASURES TO INCREASED PURCHASING POWER 


The Cuarrman. The timing of that is very important, Senator 
Aiken. I don’t know what the answer to this is. 1 read one of the 
books on Algeria. One of the great complaints was that the French 
in that case, and I think the World Health Organization, went in and 
eradicated diseases and did not do anything to increase their pur- 
chasing power, and the people were worse off. 

There were a lot more people and not as much to go around and 
that is one of the reasons why they are having such a bad time. 

The timing is all-important. It isn’t the only question. Nobody 
questions that it is desirable to get rid of malaria and similar health 
problems. Here you have two choices to make. You go into a coun- 
try that needs both better health conditions and increased production. 
It isa question of emphasis. 

That is the real question involved. It is whether or not the timing 
is right. 

Senator A1xen. The point I was trying to make was that we should 
not get alarmed over the fact that agricultural production in the 
world is increasing only a little under 2 percent a year, because we 
have been trying to bring production into line, not only in this coun- 
try but in the whole world as well, in line with the ability of the 
people to consume it and to buy it. 

The Cuatrman. I don’t know what the answer is. 

This particular presentation does emphasize the health side of it 
very heavily. I don’t know; I think it may be that you can do it 
in reverse order. It is easier to eradicate disease, I think, than it is 
to build up the production capacity of a country. 

The problem is more dramatic. It appeals to people. They have 
a feeling of good works when they save lives. 

Mr. Grant. May I comment, make one further point on this, Mr. 
Chairman ? 

The CHarrMan. Yes. 

Mr. Grant. There are two different types of programs which might 
be kept in mind here. 

One is something like the malaria eradication program which by 
the very nature of malaria we have got a great interest in eradicating 
it in all countries within a relatively simultaneous period if you are 
to prevent the further spread of this disease. 

bn something like the water supply program, if this program is 
to work, it is going to require considerable organizational skill, ini- 
tiative, drive on the part of the foreign countries. 

I think you will find 3 or 4 years from now when we look back at 
this program that those countries which have the necessary drive and 
initiative and organizational skill to carry out this kind of a pro- 
gram, this kind of capability carries over into many fields as well 
as to health, so that this program, the community water supply pro- 
gram, will be much more selective. 

Help will go to those who are making real efforts to help them- 
selves. I would expect that you would find a very large correlation 
between their success in other areas of activity with their degree of 
success in tackling village and small-town water supply problems far 
example. 
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And those who have felt that work needs to be done in this area 
have, I think, tended to encourage the other governments to look else- 
where for help. I mean you do have people like the Swedish Govern- 
ment involved in this. Also the funds involved currently are not 
large. The principal problem still is what you might call the re- 

arch area of developing techniques that will be actu: ily wor ao 
‘And this phase does not require large sums of money. And if 
government such as the Indian one is interested in this program, it 
does not require any large-scale external support. 

(Discussion off the record. ) 


AFFECTING SIZE OF POPULATION 


Mr. Grant. Virtually everything we do directly or indirectly affects 
the size of the population in these countries. In Calcutta more than 
a million people died of starvation in World War II in one winter; 
I can remember walking down the streets, after seeing pictures of 
hundreds of people dying in a couple of days, just the year before, 
between my place where I was living and the office. 

There it was just a question of food supply. I have been in China 
and watched literally thousands die for lack of food. Now by in- 
creasing food production, by increasing transportation facilities so 
that food m: Ly move from surplus areas to definite areas, we have 
contributed substantially to the increasing populations. 

Third, as you increase the standards of living of people, their 
nutrition goes up, and as they eat better they live longer. 

The CuarMan. [agree with that. That is the proper way. When 
you increase their food production, their productivity and so on, you 
are really getting at the root of it, that is, going out and contr ibuting, 
and increasing the yield per acre of foodstuffs. But when you go and 
merely decrease the death rate without a comparable increase, that 
is the question that arises where you concentrate upon the eradication 
of those enemies of the infants and so on without having made a com- 
parable increase in the food production. Then you have only made 
their situation worse, haven’t you ? 

Mr. Grant. The difficulty here is to identify what does or does not 
help production. 

The Cuarrman. That is right. 


IMPORTANCE OF THE HUMAN RESOURCE 


Mr. Grant. I think it is generally recognized today that more im- 
portant than capital to economic progress is the human resource, that 
the vigor, the energy, the initiative of the populace is the import: ant 
thing. 

Take countries like Ceylon. If you were to move 10 million Ohio- 
ans into Ceylon and put them i in the exact same structure at the level 
the Ceylonese now occupy, in 5 years you would not recognize the 
country. There are different skills, different energies, “different 
human resourcefulness. Now health is really fundamental to this. 
I was listening to Dr. Louis Williams’ comment the other day, prob- 
ably one of the outstanding malariologists of the world, and he was 
telling about his experiences in Brazil ‘and in West China during the 
war and how as you remove malaria, you immediately saw a surge 





r 


MUTUAL SECURITY ACT OF 1959 769 


of activity. People wanted new schools. They started different ag- 
ricultural practices. These were all a byproduct of increasing health, 
Now just what particular health measure results in what particular 
increase in productivity is hard to tell. But I think if we look at the 
military area, then it is perfectly obvious that if you have a thou- 
sand sick soldiers wracked with malaria, that they are going to do 
a very different job in the military field than a ‘thousand healthy 
soldiers. 

Similarly in the economic area. Take a place like Taiwan where 
there were 1,200,000 cases and 12,000 deaths from malaria in 1950; in 
1957 it was down to 433 cases from 1.2 million, with no known deaths. 
This has a very distinct impact upon their “apability to produc e, to 
get into cooperative associations, to do all the combinations of things 
that lead to progress. 

Senator ArkeN. Malaria really lost China to the Red forces. That 
is what one of the Generalissimo’s aides told me—that when he got into 
South China, down to that island of Hainan, that most everybody came 
down with malaria, and he says, you don’t fight when you have 
malaria. 

Mr. Grant. During the war, sir, I remember seeing a group of con- 
scriptees leave from northwest China, move down to Kunming and I 
saw them when they left a thousand strong and when they arrived 
almost 4 months later less than 200 strong. Most of them had died of 
disease on the way. 

The Cuarrman. I don’t know as there is any point in your pursuing 
the conversation. I don’t know the answer, I grant. I think that the 
timing of what you do first in preparation ‘for the population may be 
what is really at issue. No one denies that getting rid of disease is a 
good thing for the human race. If you get rid of the disease before 
you can feed them in a particular country—it is true this country can 
do both—then it does seem to me _ present an overall problem of 
great complexity and difficulty. I don’t argue with the Senator’s 
argument about that. 


INVESTMENT GUARANTY PROGRAM 


Sentor Arken. That leads me to one other point which is men- 
tioned, but which there isn’t time to discuss now, and that is the 
guarantee of private investment in overseas countries. 

I got the impression that that program has not been working quite 
the way we had planned that it would, because it appears that most of 
the guaranteed investments have been to old established industrial con- 
cerns of the United States to build branch plants in France, England, 
Germany, Italy and the Netherlands, which is not what most of us 
anticipated. In fact, a lot of my neighbors have been building plants 
over there, and I think most of them would have built those plants, 
guarantee or no guarantee. 

Mr. Grant. May I ask Mr. Warden who is here to testify to com- 
ment on that ? 

Senator Arken. They are building them because to meet their own 
competition they will need to fill their own orders from their own 
overseas plants rather than American plants, and I am just wonder- 
ing oo at the big advantage to the United States is from a program 
ike that ? 
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I can see that if we were guaranteeing industrialization of Africa 
and South American countries there might be great benefits. But in 
Western Europe I can’t quite see that. 

The Cuarrman. What percentage of these guarantees has been in 
Western Europe? 

Mr. Warpen. This last year somewhere around 46 percent and about 
54 percent in the underdeveloped areas. Up until about 3 years ago we 
were predominantly in Western Europe, and the trend, however, is 
quite good at the present time. About 60 percent of our applications 
are for the underdeveloped areas. 


AMERICAN COMPANIES’ INABILITY TO COMPETE IN EUROPEAN COUNTRIES 


The CuHarrman. Why don’t we restrict it to underdeveloped areas? 
Why do we engage in it in Western Europe now ? 

Mr. Warven. There are a half a dozen good reasons. 

The Cuarrman. Give them to us. 

Mr. Warpen. Very good, sir. One is this, that there are a great 
number of American companies who have lost a very large chunk of 
their markets because of inability to export and compete in European 
countries. I have spent a considerable amount of time and so have 
my associates to show them that if they would locate in foreign coun- 
tries either through licensing or manufacturing that they can hold 
onto markets which they have been losing. 

Now what has actually developed is that there are a series of markets 
which are closing to American companies. 

The CoarrmMan. Whois taking them ? 

Mr. Warven. A good many of the people themselves have learned 
how to make automobiles, have learned how to make chemicals and ma- 
chinery and others. Now our American companies have a great deal 
of difficulty in holding on to these markets unless they manufacture 
over there. 

Senator Arken. Atalowercost. That is why they go? 

Mr. Warven. They have to meet the local costs in those countries to 
sell in those countries; yes, sir. There is no question about that. 

Senator Arxen. In order to sell in other areas like the Caribbean 
area ? 

Mr. Warven. Yes, but the exports, sir, are down a frightening 
amount. They are down something like $3.4 billion last year over 
the earlier somewhat exceptional year. 

The Cuarrman. This gets us mixed up on the reasons for the pro- 
gram. Then this is not a program for the assistance of underde- 
veloped areas. This is a program like the Export-Import Bank, for 
the benefit of our own manufacturers; isn’t it? 

Should such a project be in this program at all ? 

Mr. Warven. It accomplishes several purposes like all good pro- 
grams do. One is this: This is the kind of a program that helps the 
other countries’ development and our own, and when you have some- 
thing of that sort then you are in good shape. 

The Cuarrman. I grant that. I am for the Export-Import Bank. 
I mean we are not arguing about this being a good thing but whether 
this is a proper place for it—under a program for underdeveloped 
countries. Certainly France is not underdeveloped, nor England, 
nor any of the others. I do not question whether it is a good pro- 
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gram per se but whether this is the place for it. Why shouldn’t it 
be under some other program ? 

Mr. Warven. Well, sir, we are probably the only program in the 
Government that I know of, if you will forgive me, that faces each 
year the question of whether we belong where we are or belong some- 
where else. We are doing pretty well where we are now. 

Our volume is up 200 or 300 percent this last year. We are running 
the program with about 10 people. We need the resources of ICA to 
know from the various area specialists where the capital is needed, and 
what we are trying to do is to get private American capital into the 
underdeveloped areas. 


NEED FOR GUARANTY PROGRAM IN EUROPE 


The CuarrmMan. What would be wrong with restricting this to the 
underdeveloped areas, and if the people want to go to Europe, they go 
to Export-Import Bank, the International Bank, or avsoks they 
want to go to. But why should it be in this program? That is the 
only question I want to ask. 

Mr. Grant. May I comment briefly on that ? 

The CuarrMan. Yes. 

Mr. Grant. Of course, this program got started as part and parcel 
of the Marshall plan when we, of course, had a very great interest in 
doing everything possible to encourage development in Europe. 

The Cuarrman. Oh, yes; but that has been successful. It succeeded 
itself out of business. Go ahead. 

Mr. Grant. Secondly, as Mr. Warden noted, there has been an in- 
creasing trend away from guaranteed investments for Europe as con- 
fidence in the European scene has grown up, and this last year for the 
first time a majority of our guarantees were issued in the under- 
developed areas. 

Third, I think there is reason to believe that, companies go abroad in 
steps. A company which has been unaccustomed to having plants 
abroad, if you can get them to go to Europe, let’s say, open up a branch, 
and this does reasonably well, then it talks about going to India. But 
the jump from Iowa, let’s say, or Missouri, to India is a pretty bi 
jump for a small or medium sized company that has not operat 
overseas in the past. 

Therefore, if they can have a successful experience, say, within the 
common market area, this does help prepare them for the next stage. 

Senator Arken. Of course, in order to pay dividends to their in- 
vestors, they have got to sell in the dollar market, haven’t they ? 

Mr. Warpen. No, sir; they can sell in the local markets there, and 
— you have convertibility of those earnings, they can bring them 

ack, 

Senator ArkEN. Yes, but eventually they have got to get the dollars. 

Mr. Warpben. Yes, sir. 

Senator ArKEN. So they do sell in this market. The English Fords 
are selling all over the place. 

Mr. Warpen. Yes, but that is turned around. They buy our cars. 

Senator Arken. I am simply saying that I can’t see where the bene- 
fit comes to the underdeveloped countries, although you say that the 
guarantees in those countries have increased since last year, and you 
charge a fee for the insurance, a half a percent or something like that. 

40110—59—pt. 2-9 
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I can see where the Western European market would help people in 
the black all right in doing their overall business. 

Mr. Warven. Living day by day with these people the situation is 
very much exactly as Mr. Grant has said. You cannot get a man to go 
from Kansas City to Karachi. He can’t do it. Now foreign invest- 
ment is no place for the amateur. He has to be an experienced and 
capable man working in a foreign field. He has to get his experience in 
a relatively safe area. 

The Cuarrman. I think that is a logical argument. 

Mr. Warven. I think that is correct. 

The Cuarrman. That is the only one I have heard that is persuasive. 
Is there any other that is persuasive ? 

Mr. Warven. Yes, there is. 

The CuHarrman. What is it ? 

Mr. Warpen. When an American company establishes a plant in 
heavy manufacturing and engineering in one of the NATO countries 
within a hundred miles of the Russian border, I still think that he needs 
a guarantee. 

At least he is willing to pay the money for it and he is going to ease 
the risk. 

STATUS OF GUARANTY RESERVES 

The Cuatrman. Yousay pay the money. How do you anticipate the 
payments for the insurance, so to speak, actuarially turning out? 

Mr. Warpen. We are a joke from the actuarial point of view. We 
haven’t paid off a single claim in the 10 years that we have been in 
business. We had one slight claim. 

The Cuarrman. What are your reserves ? 

Mr. Warven. We have $3.8 million in premium. 

The CHarRMAN. $3.8 million ? 

Mr. Warpven. That is correct, and we will be bringing in more fee 
income. Last year over and above expenses we made $4,500 per day. 
We add it to our reserves. And this program so far, and it is fantastic 
that it should be that way, is a perfectly self-supporting program. 

The Cuarrman. So long as you have no insurrection. 

Mr. Warven. Well, we can get to that. I think over the long run 
that this is going to cost the Government some money, probably $15 
million, $20 million, or $25 million but in the m aneebiie we will prob- 
ably move a billion dollars worth of private capital. 

The Cuatrman. I am not criticizing it; I just want you to develop 
a case for it. 

Senator Arken. As investing capital leaves this country there is a 
tendency for the industry remaining here to raise prices. They have 
been doing that for the last 10 years, so that would be nothing new, 
raising prices to pay for expansion. 


AMERICAN-SPONSORED SCHOOLS ABROAD 


The CHarrman. I wanted to ask a question or two about these 
American-sponsored schools. Is Mr. Farnsworth here? 

Mr. Grant. Yes; he is, sir. 

The Cratrman. Do you have any explanation of why they could 
not use more money out of this year’s authorization ? 
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Mr. Farnsworru. No, sir; I haven’t. It was an administrative 
decision in terms of availability of funds arrived at between the 
director of this agency and Mr. Dillon. 

Mr. Grant. May I comment on that, Senator? 

The CHarrman. Yes. 

Mr. Grant. Our problem here was that as you know, special assist- 
ance is programed assistance, so the full amount that was presented to 
this committee last year was already earmarked for the programs that 
were described in the presentation. 

The Congress then said that, out of the total of special assistance 
money already requested, up to $10 million could be used for aid to 
American-sponsored schools abroad. 

The CuarrMan. That’s right. 

Mr. Grant. Now as we came out of Congress, special assistance 
was cut. So that you not only had a reduced total of special assist- 
ance, but you had this new area of operation added on. And we tried 
to make the maximum available that we could foresee at the time the 
funds were earmarked last fall, and it was for that reason that $3 
million, only $3 million of the $10 million authorized was made 
available. 

The Cuarrman. I understand there are statements by Mr. Camp- 
bell, Mr. Flesher, Mr. Fitzgerald, Mr. McCahon, and Mr. Farnsworth. 
In any of those statements, is there a description of what you are 
going to do with this requested money, $5 million ? 

Mr. Farnsworru. No, sir, we can submit a table of requests that 
have been formally submitted to us. 

The Cuarrman. I believe you should. Is that carried in the book? 

Mr. Grant. We indicate in the presentation book the schools to 
which assistance is primarily going this year. But we do not give a 
list of the requests for next year because these requests are still 
coming in. 

The Carman. I think you had better submit a memorandum on 
what you have in mind doing. 

(A classified memorandum on requests for assistance from Ameri- 
can schools abroad was subsequently submitted and is in the commit- 
tee’s files.) 

Your statement is a justification of the program ? 

Mr. Farnswortn. Yes, sir. 

The Cuairman. We will read that in due time. Thank you very 
much, Mr. Grant. 

Mr. Grant. Thank you, sir. 

The CuatrmMan. The committee will stand in recess until tomorrow 
when we have our regular meeting in the New Senate Office Building. 

(The statements referred to above are as follows :) 


STATEMENT ON ADMINISTRATIVE EXPENSES (SEc. 411(b) OF THE MUTUAL SECURITY 
Act or 1954, As AMENDED) BY WILLIAM H. G,. Firz@eraLp, Deputy Director 
FOR MANAGEMENT, INTERNATIONAL COOPERATION ADMINISTRATION 


The International Cooperation Administration is requesting authorization and 
appropriation for fiscal year 1960 in the amount of $39.5 million for nonmilitary 
expenses under section 411(b) of the Mutual Security Act of 1954, as amended. 
This amount does not include the nonmilitary administrative expenses of the 
Department of State nor the cost of administering the Development Loan Fund, 
for which funds are being requested under section 411(c) and section 204(b), 
respectively, of the Mutual Security Act of 1954, as amended. Funds for the ad- 
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ministrative expenses of the Department of Defense are requested under section 
103 (b) of that act. 

Funds appropriated for general administrative expenses under the authority 
of section 411(b) are used for Washington and over 60 overseas locations in 
the administration of economic assistance programs for which the Interna- 
tional Cooperation Administration is responsible. The administrative funds 
of the International Cooperation Administration provide for executive direction 
of the entire program, economic and business analyses of programs and projects, 
financial and management control, and administrative support of economic as- 
sistance activities in Washington and in the field. These administrative funds 
defray the costs of salaries, transportation, and related expenses for the person- 
nel required to develop and screen the program for each country, to assure that 
economic assistance achieves the stated objectives and insures that our eco- 
nomic assistance resources, technicians, funds, materials, and equipment, are 
properly managed and effectively controlled. The administration of the non- 
military economic assistance program for which the International Cooperation 
Administration is responsible requires adequate and well-qualified personnel 
and supporting resources to carry out the complex mutual security programs in 
the less developed areas of the world with less experienced governments and 
business communities and difficult working conditions. 


PERSONNEL IMPROVEMENT PROGRAMS 


Considerable progress in personnel improvement, both in quantity and qual- 
ity, has resulted from the additional financial support provided by Congress to 
strengthen the personnel system of the International Cooperation Administra- 
tion. A study, “Personnel for the Mutual Security Program,” prepared at the 
request of the Special Committee of the United States Senate To Study the 
Foreign Aid Program, supplied an invaluable guide in charting our course of 
action. It was issued in February 1957 at the time when the agency’s new over- 
seas personnel system was being put into effect. Action has been taken on the 
recommendations contained in this study, including increasing personnel re- 
sources by utilizing third country nationals, the development of comprehensive 
manpower budgets based upon realistic appraisal of manpower needs as a part 
of the program planning process, the anticipation of personnel requirements 
early in the program cycle, the establishment of an orderly and systematic pro- 
motion system, and by providing for rotation of employees between missions 
and between a mission and Washington. This report also recommended in- 
creased emphasis on orientation and training and stated that the agency would 
be justified in providing language training as a regular part of staff develop- 
ment. In the course of considering the authorization request for technical 
cooperation for fiscal year 1959, Congress added $8 million to the amount 
requested in order to strengthen the ICA personnel system, to provide increased 
opportunities for language training of the agency staffs, and to expand the pro- 
gram of foreign participant training. The Committee on Foreign Relations 
of the Senate supported this increase initiated by the House stating, “It is in- 
tended by the committee that the increase over the administration’s request 
be used primarily for personnel improvement programs. The committee is 
particularly anxious for ICA to expand greatly the work in training tech- 
nicians in the language of the country to which they are assigned. Further 
improvements could also be made in ICA’s methods of recruiting. The com- 
mittee recognizes that a part of these expenditures would come under the 
heading of administrative expenses, which are provided for elsewhere in the 
act. The committee feels, however, that these activities have such a direct 
bearing on the success of the total technical assistance program that they can 
properly be carried on with nonadministrative funds.” 

In implementing this program, the activities normally funded from general 
administrative expenses have been expanded and the amount of $1,700,000 was 
transferred to the “General administrative expenses” appropriation from the 
fiscal year 1959 technical cooperation program in order to preserve the current 
distinction between administrative and program expenses. In view of the stress 
laid by the committee on strengthening the personnel side of the program, the 
agency’s efforts have been devoted simultaneously toward accelerating recruit- 
ment, improving the quality of employees selected, and providing enlarged op- 
portunities for staff development and training. I consider it appropriate that 
the committee have at this time a brief accounting of the results of this expanded 
personnel management program. 
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EXPANDED PERSONNEL MANAGEMENT PROGRAM 


Accelerated recruitment has resulted in a net gain of 399 filled overseas posi- 
tions during the first 9 months of the present fiscal year, as contrasted with a 
gain of 114 employees for the comparable period in the previous year. 

A carefully planned program of paid and voluntary advertising of employ- 
ment needs and opportunities has been instituted in professional and commercial 
publications. 

In order to improve the quality of new employees selected, some 24 high- 
ealiber interviewing consultants have been engaged on a part-time basis. These 
consultants make careful interview reports on potential employees which stress 
such things as representational capacity, tact, adaptability to foreign environ- 
ment, and other personality and suitability factors. These factors are stressed 
not only in the case of the employee but of his dependents as well. Admittedly, 
our techniques do not necessarily insure success in a foreign assignment, but 
they do increase the possibility of better adaptation and adjustment and serve 
to identify many cases where there is great doubt that an individual could adjust 
to the problems of working and living in a totally different environment. 

Programs for the further development and training of present staffs are being 
improved and extended. Facilities for training in foreign languages have been 
augmented both in Washington and at overseas posts by utilizing the Foreign 
Service Institute of the Department of State. During the period July 1, 1958, 
through March 31, 1959, intensive prearrival language training was given, 
primarily at the Foreign Service Institute in Washington, to 134 ICA employees 
and 38 dependents, and as of March 31, 1959, 1,008 employees and 297 dependents 
were enrolled in overseas language classes sponsored primarily by the Foreign 
Service Institute. This program is being expanded as rapidly as possible, con- 
sistent with the staffing of essential positions with personnel urgently needed 
to carry out overseas programs. The study prepared by the Legislative Refer- 
ence Service of the Library of Congress for the House Foreign Affairs Committee, 
“Language Training for Foreign Aid Personnel,” is an excellent summarization 
of the language program of the International Cooperation Administration. 

Expansion and extension of a number of inservice training programs have been 
inaugurated. Groups of midcareer employees are being trained at the agency’s 
Institute for Development Programming under contract with the School of 
Advanced International Studies of Johns Hopkins University. Additional train- 
ing is being provided for selected overseas employees in various colleges and 
universities and professional and business associations. Orientation of both old 
and new employees is being expanded in cooperation with the Foreign Service 
Institute to provide each employee with adequate information on the cultural, 
social, economic, and political factors to be encountered in his new post of 
assignment. 

Personnel requirements are being anticipated earlier in the programing cycle 
by the preparation and use of detailed listings of manpower requirements by 
country, by occupational specialization, and by class of position. These list- 
ings, prepared as a part of the programing process, reflect firm mission require- 
ments for the current operational year and anticipate needs for the first 6 months 
of the succeeding fiscal year. 

The agency’s electrical accounting machine installation provides information 
which enables the agency readily to determine its recruitment requirements and 
reassignment possibilities needed to meet the staffing requirements of our over- 
seas missions. This information includes the language requirements for each 
position, and each employee’s language proficiency. This permits us to establish 
readily our language plans not only for recruitment purposes but also for 
assignment and training purposes. 


MANAGEMENT CONTROL 


The resources devoted toward the agency resources for internal review have 
been strengthened to provide an adequate system of management control. The 
internal audit staff of the Office of the Controller has been expanded and the 
Controller staffs in the field have been giving additional attention to the verifica- 
tion of adequacy of cooperating countries’ systems of internal controls, includ- 
ing procedures utilized in the importation and distribution of U.S.-financed com- 
modities, as well as examining on the site in the country the financial manage- 
ment of the U.S. operations mission. For example, end-use auditors are con- 
tinuously investigating the extent to which mission personnel and representatives 
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of the host government are properly utilizing the goods, materials, and services 
committed to the program through project agreement or other means and 
verifying the utilization of counterpart funds. 


INSPECTIONS 


The Inspections Division of the agency conducts investigations involving viola- 
tions of ICA regulations by ICA personnel, or violations of regulations by per- 
sons and firms under contract to ICA. The Inspections Division also conducts 
investigations in cases involving criminal violations of U.S. statutes arising under 
the mutual security program. Regional inspectors are headquartered at six 
locations overseas, insuring prompt attention to complaints emanating from a 
variety of sources. 

These are but a few of the activities which emphasize the importance of the 
need for the administrative expense appropriation authorized under section 
411(b). 

FISCAL YEAR 1959 APPROPRIATIONS 


The amount appropriated under section 411(b) for general administrative 
expenses in fiscal year 1959 was $33 million. This amount included funds 
totaling $45,000 for the cost of salaries and related expeuses of employees 
engaged in conducting the activities and functions of the International Develop- 
ment Advisory Board, funds for which are being requested in fiscal year 1960 
under section 411(c) of the Mutual Security Act of 1954, as amended. To this 
net appropriation of $32,955,000 has been added $2,140,000 which was trans- 
ferred from the ‘‘President’s Fund for Asian Economic Development, Executive” 
to fund increased salary costs during fiscal year 1959 authorized by the Federal 
Employees Salary Increase Act of 1958, Public Law 85-462. As a result of the 
authorization and appropriation increase of $8 million added to the technical 
cooperation appropriation by Congress in fiscal year 1959, $1,700,000 was trans- 
ferred to the general administrative expenses appropriation from the fiscal 
year 1959 technical cooperation appropriation. Accordingly, the comparable 
amount available for general administrative expenses in fiscal year 1959 is 
$36,795,000 as compared to the $39,500,000 requested for fiscal year 1960. 


NEED FOR ADDITIONAL FUNDS IN FISCAL YEAR 1960 


These additional funds requested for fiscal year 1960 of $2,705,000 over the 
amount available for fiscal year 1959 will be used to maintain and improve 
the management and control of the ICA-administered mutual security program. 
The additional $2,705,000 will provide for the following : 

(a) $1,700,000 for full-year salary costs and related expenses of positions for 
which only part-year financing was provided in the fiscal year 1959 availability 
of $36,795,000. 

(b) $400,000 for personnel and related costs in newly opened overseas posts. 

(c) $600,000 for expanded support at selected overseas locations in Africa 
and Latin America, where staff strength in the total area is below the level 
necessary satisfactorily to maintain, manage, and control ICA-administered 
programs, and a modest increased use of consultants in Washington. 

If the committee has no objection, I would like to present for the record a 
report as of March 31, 1959, showing how the International Cooperation Admin- 
istration has used the $8 million technical cooperation increment. (The report 
follows this statement. ) 

On behalf of the agency, I would like to express our appreciation for the 
support given by the Congress, particularly by the Foreign Relations and Foreign 
Affairs Committees, which has enabled us to make such strides in administrative 
management, and particularly in all phases of our personnel management 
program. 


ICA USE OF THE $8 MILLION TECHNICAL COOPERATION INCREMENT 


In its report on H.R. 12181, Mutual Security Act of 1958, the Committee 
on Foreign Affairs stated, “The increase of $8 million recommended by the 
committee is intended primarily to strengthen the personnel side of the program 
rather than to expand programs. Recruitment procedures can be improved to 
assure more careful selection. Training programs can be developed with par- 
ticular emphasis on language instruction for personnel under technical coopera- 
tion and for program personnel under other categories of aid whose services 
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abroad advance the same general objectives. Similarly, the increment will per- 
mit an expanded program of participant training, making it possible for more 
to study in the United States or in third countries.” 

ICA has adhered to the intent of the House committee as stated in its report in 
planning the use of the $8 million increment. In the case of personnel improve- 
ment, there were in existence several programs being carried on which could 
be expanded and intensified. Funds provided under the regular 1959 budget 
were segregated and the additional amounts chargeable to the increment were 
firmly identified. In the case of participant training, the increment permitted 
the initiation of activities not previously provided for, those which facilitated 
relatively larger numbers of participants to be accepted for training, and those 
which contributed to improving the content of training and the mechanics of han- 
dling participants. Care was exercised to insure that all proposals accepted 
for financing were necessary and contributed directly to the purposes prescribed 
by the committee. 

STRENGTHENING THE PERSONNEL SYSTEM 


The committee has laid stress on strengthening the personnel side of the pro- 
gram. To accomplish this, effort has been devoted simultaneously toward ac- 
celerating recruitment, improving the quality of employees selected, and provid- 
ing enlarged opportunities for staff development and training. 

Accelerated recruitment has created a net gain of 399 filled overseas positions 
during the first 9 months of the present fiscal year as contrasted with a net gain 
of 114 positions for the comparable period in the previous year. Thirty-five 
additional positions were created whose purpose was to assist in recruiting and 
screening new applicants and in expediting entry on duty procedures. Twenty- 
eight new positions were set up outside of the office of personnel to facilitate 
selection, processing, and supporting operations in various subject matter areas. 
An additional 23 positions have been provided to strengthen other offices to 
handle the increased workload in communications, payroll, and other supporting 
services, for a total of 86 additional permanent positions. In addition some 25 
part-time consultant positions were set up whose incumbents were to canvass 
professional sources in the United States to obtain qualified applicants. While 
we have not employed personnel to staff more than two-thirds of these positions, 
the results of their efforts have provided a large group of acceptable applicants 
and employees. 

As an adjunct to employing additional staff, a carefully planned program of 
paid and voluntary advertising of employment needs and opportunities has 
been instituted in professional and commercial publications. 

The resources added have permitted wider and more intensive use of various 
means of improving the quality of new employees selected. Some 24 high caliber 
interviewing consultants have been engaged on a part-time basis. These con- 
sultants make careful interview reports on potential employees which stress such 
things as representational capacity, tact, adaptability to foreign environment and 
other personality and suitability factors. These factors are assessed not only in 
the case of the employee but his dependents as well. Admittedly, our techniques 
do not necessarily insure success in foreign environment, but we feel they increase 
the possibility of better adaptation and adjustment and serve to spot many cases 
where the possibility of an individual’s adjustment and worth to the program is 
doubtful. The interview reports made by the consultants are carefully weighed 
by our personnel panels prior to employment action. 

Programs for the further development and training of present staffs are being 
improved and extended. Facilities for training in foreign languages have been 
augmented both in Washington and at overseas posts by agreement with the 
Foreign Service Institute of the Department of State. During the period July 1, 
1958 through March 31, 1959, intensive prearrival language training was given 
to 134 ICA employees and 38 dependents and as of March 31, 1959, 1,008 employees 
and 297 dependents were enrolled in overseas classes. This program is being 
expanded as rapidly as possible and will include much larger numbers of 
trainees as further progress is made in filling essential mission positions so that 
more persons can be spared without detriment to operating programs. 

The increment has permitted expansion and extension of a number of our 
in-service training programs, some of which had already been inaugurated. 
Extension to 3 years of the schedule of training of several groups of midcareer 
employees in the ICA Institute for Development Programing has been effected by 
contract with the Johns Hopkins University School of Advanced International 
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Studies. Additional training is being provided also for selected overseas em- 
ployees in various colleges and universities and professional and business associa- 
tions. Additional time and resources are being devoted to improving the orienta- 
tion of both old and new employees. The Foreign Service Institute now provides 
each employee with training on the cultural, social, economic, and political factors 
to be encountered in his new post of assignment. 

Added flexibility for the strengthened personnel program is gained through 
more extended use of what we term “employment” and “reassignment” comple- 
ments. The employment complement provides a temporary pool of new em- 
ployees who have been recruited to supply real needs, but who are not immediately 
placed in mission staffing pattern positions until additional placement actions 
involving concurrence of the mission and host government are completed. The 
reassignment complement carries a few employees temporarily until reassign- 
ment or other action can be completed. The use of these two complements en- 
ables the agency to more expeditiously effect placement and transfer actions and 
keep overseas missions at a higher state of operating efficiency. The $8 million 
technical cooperation appropriation has enabled ICA to extend the use of these 
complements. 


THE PARTICIPANT TRAINING PROGRAM 


A major obstacle to expanding the participant training program lies in the 
limited numbers of citizens in most underdeveloped countries who possess a 
command of the English language at a level sufficient to enable them to undertake 
technical training in the United States. The $8 million increment has permitted 
expansion of the USIS facilities overseas for giving English language instruction 
to foreign nationals. In addition, we have been able to broaden and develop new 
training resources in the United States so that additional needs of participants 
from lesser developed areas can be more effectively met. As an example, such 
additional supporting services and facilities as reception, orientation, interpreter, 
refresher English language training, health and accident insurance and others 
have either been added or expanded in the United States. 

We plan to use $1,040,000 of the $8 million increment in strengthening the 
participant training program. Of this amount, $400,000 is being used to expand 
English-language training facilities in the lesser-developed non-English speaking 
countries, $300,000 for the additional costs of cooperating Federal agencies to en- 
able them to expand and improve their training facilities in order to handle in- 
creased numbers of participants in fiscal year 1959; $140,000 to provide 30 ad- 
ditional positions in ICA Washington for the purpose of improving the quality of 
training programs for participants ; and $200,000 to furnish additional supporting 
services resulting from the increased participant programs. 


FINANCIAL ASPECTS 


Strengthening the personnel side of the program involves the use of $3,781,100 
on the basis of our annual plan. Strengthening the participant training program 
will cost $1,040,000. The total for the two programs is $4,821,100 leaving an un- 
programed balance of $3,178,900. It is planned that the unobligated balance of 
this $8 million, as of June 30, 1959, will eventually revert to the Treasury Depart- 
ment as a savings under technical cooperation appropriation for fiscal year 1959. 
Firm obligations of slightly less than $2 million had been made against this 
total as of the end of March. 

The level of obligations during the first three quarters has been much lower 
than is contemplated for the fourth quarter. During the fourth quarter the 
level of obligations for all recurring cost items such as staff expense, expense 
of training complements and continuing procurement of additional supporting 
services is expected to reach a much higher level than during the first three 
quarters and will tend to establish a level of support which can be projected 
beyond the present fiscal year. Certain contract items will not recur during 
this quarter but are, of course, included in the cumulative total of obligations. 

The relatively slow rate of obligation during the first three quarters is 
attributable to the following factors: (a@) necessity for careful planning of 
new or expanded activities, (b) necessity to recruit for or provide transfer 
personnel to staff the new positions set up, (c) necessity for slowing down rate 
of introduction of ICA personnel into language and in-service training programs 
until most pressing staffing needs in field missions were met, (d@) the early 
transfer of support specialists of unusually high caliber to fill regular positions, 
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and (e) as stated previously, funds provided under the regular budget were 


obligated before charges were made against the $8 million increment. 
Earlier it had appeared that ICA might be able to use effectively the entire 


‘$8 million during fiscal year 1959. Attached to his letter of June 20, 1958, to Mr. 


Passman, Mr. Douglas Dillon had supplied a tentative plan, prepared by ICA. 
This plan and the revised annual plan are set forth below : 


June 20, 1958, plan 
Personnel administration : 


Peeuaee CPI a eee ee a A eh Uo ee a ee a $3, 310, 000 
Technical training (inservice training) ............_..._.__-. 270, 000 
ROS WN RRR RII a as scsi dgs ia tbat eh areal ha abc eaa cn ela ahenon 975, 000 
Wemmore COMB. a a a ee ee 610, 000 

FE a ag st cs as sec neck ben a oh dace ah cach neste nme ee 5, 165, 000 

‘Participant training: 

URC. PGR URI oc 2 caren cota oem ool enene eeena 71, 875, 000 
Beeroved ‘Gites Of UWethiee: 2.265 3 ee 7 560, 000 
ree eae CORTE I ins i iicedinntieeitinimadaeiiis ? 405, 000 

I Se ee ek ee ee ee 2, 840, 000 


1Was designed to provide for 280 man-years of additional participant training. 
2 Represented in the revised budget as $400,000 of language training and $200,000 sup- 
plemental project activities. 


Mar. 21, 1959, plan 























Total Administra- Program 
tive funds funds 
=m ead | 
Personnel improvement: 
Staff support. -. ‘ : ---| $906, 100 QOOG UNG bons ct cee 
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STATEMENT ON OCEAN FREIGHT FOR VOLUNTARY AGENCY SHIPMENTS BY WILLIAM 
H. McCanon, CHIEF, VOLUNTARY ForeEIGN Arp STAFF, INTERNATIONAL Co- 
OPERATION ADMINISTRATION 


Mr. Chairman and members of the committee, this is a request for $2.3 mil- 
lion to defray ocean transportation costs of U.S. voluntary agency gift ship- 
ments to needy persons abroad. These gifts, which are distributed in the 
name of the American people, include food, clothing, medicines, hospital sup- 
plies, school supplies, handtools, and other self-help items. The salient points, 
observations, and facts bearing upon this program are as follows: 

All supplies involved come from private U.S. sources as voluntary donations 
either in cash or in kind. 

All costs including procurement, processing, packaging for export, and de- 
livery of supplies to U.S. port are borne by the voluntary agencies. 

For every appropriated dollar spent on ocean freight, roughly $15 worth of 


‘these privately donated supplies are delivered to needy persons overseas. 


During the past 3 years, the value of these supplies has averaged $27 mil- 
lion annually. 











780 MUTUAL SECURITY ACT OF 1959 


Thirty-two U.S. voluntary nonprofit agencies are participating in this program, 
including the relief arms of the three major faiths, CARE, and the American 
Red Cross. A full listing of these cooperating agencies appears in note 1 on 
page 90 of the “Nonregional Program Presentation Book.” 

Eligible agencies are those registered with the Advisory Committee on Volun- 
tary Foreign Aid. This Committee was created in May 1946. It has 10 mem- 
bers at present, all serving without compensation, and is chaired by Mr. Charles 
P. Taft. 

As a condition of registration, the voluntary agencies keep the Committee 
fully informed of their activities. An annual public audit is filed by each regis- 
trant. These are available for public inspection. 

The U.S. origin of the goods is made known to the recipients through labeling, 
special posters and literature, as well as by personal contacts of the American 
citizen field representatives maintained by the voluntary agencies. 

The authorities of the recipient countries exempt the supplies from all duties, 
tolls, and taxes. Inland transportation and related costs from port of entry 
abroad to ultimate distribution center is paid by the recipient countries or from 
other non-U.S. Government sources. 

Forty countries and areas are now included in this program, 16 having been 
added in December 1958. A full listing is found in note 2 on page 90 of the 
“Nonregional Book.” The additional $200,000 requested is needed to take care 
of this and other possible expansion in the number of countries to be served. It 
is believed that with this modest increase the amount requested will be ade- 
quate to finance all estimated shipments in the coming year. 

The above sketches the nature and accomplishments of this program. Its 
accomplishments, I believe, amply justify the foresight of the Congress in 
initiating and supporting this activity. In summary, I should like to say that 
we continue to look upon this people-to-people activity as a useful and im- 
portant supplement to the Government-to-Government assistance programs. It 
carries with it the concern of the American people for the less fortunate peo- 
ples of the world, a concept which is inherent in the conscience of America. 
It is a good example of how Government and our private citizens can join hands 
to accomplish mutually desired ends. 


STATEMENT ON INVESTMENT INCENTIVE FUND AND INVESTMENT GUARANTEE PRO- 
GRAM BY C. W. FLESHER, ACTING Deputy DIRECTOR FOR PRIVATE ENTERPRISE, 
INTERNATIONAL COOPERATION ADMINISTRATION 


In order to enable the U.S. Government to encourage more effectively the 
expansion of the role of private enterprise in carrying out the purposes of 
the Mutual Security Act, we are proposing that the Congress: 

1. Approve the inclusion in the “special assistance’ appropriation of an 
amount of $5 million for an investment incentive fund for projects and programs 
to accelerate private enterprise and investment in the less developed countries; 
and 

2. Broaden and strengthen the existing investment guarantee program in 
encouraging American investment abroad. 

These two sets of activities are directed at meeting two crucial needs—the 
need to assist efforts of countries which want to encourage more private eco- 
nomic activity within their economies, and the need to encourage sources of 
American private investment capital and know-how to invest abroad. 


PROBLEM OF STIMULATING LOCAL PRIVATE ENTERPRISE 


I want to take up first the problem of stimulating local private enterprise in 
the less developed countries in connection with our request for the investment 
incentive fund of $5 million. We are filing with the committee a separate state- 
ment on the proposals regarding the expansion of the ICA investment guarantee 
program. This committee is well aware of the benefits that could flow from 
vigorous private initiative both in accelerating the rate of economic growth 
and in building free societies whose citizens have a stake in preserving their 
freedom and dignity. Pertinent sections of the Mutual Security Act, par- 
ticularly the provisions of section 413, illustrate the importance attached by 
the Congress to measures relating to increasing the participation of private busi- 
ness in the economic growth of the less developed countries. 
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In this connection, the recent interim report of the subcommittee under the 
direction of the chairman of the House Foreign Affairs Committee identified 
the need for developing. that kind of entrepreneurial interest in industrial- 
type projects “prepared to take the initiative in organizing and pushing for- 
ward the undertaking.” 

This is the emphasis which underlies the functions of my office—the impor- 
tance of expanding the application of private commercial judgment and ex- 
perience, as well as private capital, skills, and initiative. 


ENCOURAGEMENT OF PRIVATE ENTERPRISE 


The encouragement of private enterprise has been an important objective of 
the mutual security program since its inception and American private enterprise 
has participated in carrying it out. The program as a whole contributes to 
building the foundation on which private economic activity must be based. 
Elements of the program have helped to provide the security and the political 
and financial stability without which private enterprise cannot be expected to 
flourish. Country programs, as you know, have included assistance for many of 
the basic facilities—the roads, the railroads, the ports, the power, the com- 
munications—on which private business must rely. Our technical assistance 
programs have helped governments to improve their services in the fields of 
health, administration, agriculture, education, and other services vital to the 
development process. Our commodity assistance programs have been important 
sources of equipment and raw materials which local business purchase for the 
establishment of new plants and the operation and expansion of existing plants. 


ENCOURAGEMENT OF LOCAL PRIVATE ENTERPRISE 


In addition to the general effect of such program activities, we have assisted 
a wide variety of projects specifically directed at encouraging local private en- 
terprise. Our programs have helped train entrepreneurs. We bring nationals 
of other countries to the United States to study manufacturing practices. We 
send industrialists to foreign countries to help and give advice to private busi- 
ness. We send many foreigners to Puerto Rico to see firsthand what private 
business has actually accomplished. We have helped establish industrial devel- 
opment centers—institutions which furnish a broad range of technical and 
other skills needed in creating, expanding, and operating business enterprises. 

We have assisted in establishing local lending institutions—ranging from spe- 
cial loan funds administered by commercial banks to formally organized de- 
velopment banks in less developed countries. One of the most important uses 
of local currencies administered by ICA has been to provide loan capital to 
such institutions. These sources of credit of a medium- or long-term basis can be 
essential financing instruments for private enterprise in the developing countries 
as the development process accelerates. We have provided technical assistance 
in drafting legislation necessary for effective business operations. We have sup- 
ported projects for industrial research, industrial districts and labor education- 
programs. 

While projects to encourage private enterprise are not new, what is new is 
the emphasis which we are giving to an organized and specific concentration 
in our programing activities on the private sector of the economies of the 
developing countries. 


ESTABLISHMENT OF OFFICE OF PRIVATE ENTERPRISE 


The establishment of the Office of Private Enterprise in ICA reflects this 
hew emphasis. 

It is of vital importance to emphasize the need for a vigorous local tradition 
of private initiative. The fact needs to be faced that, whatever is done to stimu- 
late American private investment abroad, the end result can be contrary to 
American interests if at the same time the growth of local ownership of and par- 
ticipation in enterprise is not stimulated. Particularly in newly independent 
countries, it is important to develop those kinds of associations between foreign 
and local investors which can do much to eliminate the suspicions and sensi- 
tivities so easily aroused in connection with wholly foreign-owned enterprises in 
those countries. 

In developing links between local and American investors to strengthen the 
partnership approach to economic development, we will be working closely with 
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other agencies having responsibilities in the private investment field. Our 
responsibilities complement those of the Department of Commerce which is 
active in bringing to the attention of potential American investors opportunities 
for investment abroad. We expect to rely heavily on that Department’s exper- 
ience and relations with the American business community in planning and 
implementing projects to encourage private investment. Similarly, our programs 
will complement those of the Development Loan Fund in the use of their lending 
resources “to support and encourage private investment and other private 
participation.” 


PURPOSES OF REQUESTED INVESTMENT IN INCENTIVE FUND 


The investment incentive fund which we are requesting is designed to permit 
the U.S. Government to respond effectively where developing countries demon- 
strate 9. interest in and a need for help in encouraging private investment, 
local and foreign. It will not be used across the board but rather in selected 
countries where special programs and projects from this fund will receive 
strong local support and are likely to have the greatest success in meeting 
local needs. 

The availability of this fund to supplement fiscal year 1960 country programs 
would provide certain countries with a specific catalyst and opportunity—if they 
desire—to undertake a major new emphasis on the private sectors of their econ- 
omies. It would provide them as well as us with a flexible means for meeting 
emerging problems affecting private enterprise and for moving quickly or 
emerging investment opportunities. It would permit pilot programs and testing 
of techniques for countries themselves to build on in future years. 

This fund would be used in addition to technical cooperation funds which may 
also be used for some of these same purposes, thus giving us greater flexibility 
in developing new techniques. 

We cannot present here and now a fully detailed program for the use of the 
$5 million. The objective of having this fund is to be in a position to augment 
the efforts of countries where and when opportunities arise. Private enterprise 
by its nature is flexible and unprogramed. No pat formula to encourage private 
enterprise can be invented to fit all countries. 

Our intention in using these funds is— 

1. To help countries with measures designed to improve local investment 
climate including the legal framework for effective business operations ; 

2. To support local institutions which can encourage local enterprise; 

3. To follow through on private enterprise possibilities rather than have 
them die or remain dormant or become Government-owned undertakings ; 

4. To improve the preparation of private projects so that they can be 
seriously considered by private sources of capital; and 

5. To overcome the obstacle of sheer unfamiliarity of foreign sources of 
capital and know-how with the problems and potentials of investment in 
developing countries. 


BASES FOR SPECIFIC USES OF INCENTIVE FUND 


To accomplish these goals we will use many of the technical assistance tech- 
niques we have tried successfully in our regular programs. Specific uses of 
these funds will be based on the following activities: 

1. We intend to use specially qualified teams and consultants to advise coun- 
tries that demonstrate interest in formulating comprehensive programs for 
stimulating private industry. 

2. We intend to finance survey contracts with American economic and engi- 
neering consulting firms to identify specific opportunities for local and foreign 
investment in particular countries. The findings would be made available to 
the local business community through local organizations and to the American 
business community through the Commerce Department. In this connection we 
will review already completed surveys to explore additional possibilities for 
bringing together these opportunities and local and foreign investors. 

3. We expect to furnish technical assistance in establishing and strengthening 
local institutions in spurring private investment—industrial development cen- 
ters, development banks, small industry loan programs, and others. 

4. We intend to finance training and other projects to familiarize more foreign 
government officials and business leaders with techniques used in other countries 
to stimulate private investment—plant-leasing arrangements, industrial districts, 
loan guarantees, small business legislation, and so on. 
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5. We are considering arrangements on a trial basis to cover costs to American 
operating or investment companies of detailed investigation of specific new ven- 
tures which are judged by ourselves and the host country as of sufficiently high 
priority to warrant such assistance. Such investigation would include market 
surveys, labor and raw material availabilities, site location, engineering studies, 
cost analyses, financing arrangements, and whatever other pertinent data must 
be assembled and analyzed to make a project “investable.” If the company pro- 
ceeds with the actual investment, the costs financed by us would be repaid. 
If not, the data and technical studies developed by the company would become 
available to other potential investors and to the government of the country 
eoncerned. 


STRENTHENING PRIVATE SECTORS OF DEVELOPING COUNTRIES’ ECONOMIES 


Our request, therefore, is directed at enabling this Government to assist in 
strengthening the private sectors of the economies of the developing countries. 
The huge multipurpose projects and the roads which countries are building pro- 
vide tangible economic opportunities for vigorous private enterprise and invest- 
ment in connection with the actual construction of the major project and in 
the use of the facilities provided by the project. In this sense the investment 
incentive fund is an instrument for integrating on a systematic basis the element 
of private participation in the development process. 

It is not clear what the results will be of the process of change which the 
developing countries are now going through. What is clear, however, is that 
many of the countries are willing to make a serious effort to encourage private 
investment—local and foreign. To the extent that their desire for increased 
private economic activity is frustrated by their own inability to solve problems 
which now inhibit private investment, their experience will be bitter and will 
represent a fundamental influence on the future direction of their economic 
policies. 

This is an area where the U.S. Government should perhaps be ready to move 
even more rapidly than in any other area because this is where our strength as 
a nation resides. The fund gives us a means to help some of the countries to 
pioneer new ways and explore new opportunities for private enterprise in those 
countries to assume a greater role in the development process. 


STATEMENT ON INVESTMENT GUARANTY PROGRAM BY CHARLES B. WARDEN, CHIEF, 
INVESTMENT GUARANTIES DIVISION, INTERNATIONAL COOPERATION ADMINIS- 
TRATION 


My name is Charles Warden. I am Chief of the Investment Guaranties 
Division of ICA. 

Today we wish to give you a report on the present status of the investment 
guaranty program, the objectives of the program, its accomplishments during 
this last year, and the need for amplifying the war risk authority and doubling 
the authority for the issuance of guaranties. Also, we wish to give our reasons 
for believing that the prospect for a substantial increase in private investment, 
particularly in the underdeveloped countries, seems to be better than it has been 
for years. 

DEFINITION OF PROGRAM 


First, what is the guaranty program? It is a plan for Government insurance 
against the political risks involved in new private investment in foreign coun- 
tries. Section 413 of the Mutual Security Act authorizes the issuance of guar- 
anties in the amount of $500 million against the risks of (1) the inconvertibility 
of currency receipts from investments, (2) loss of all or part of an investment 
resulting from expropriation or confiscation, and (3) loss of physical property 
as a result of war. Forty-two countries and most of their overseas dependencies 
now are participating. 

Last year it was strongly urged that these investment guaranties be made 
known to more people in the United States. In 1958 we followed this suggestion 
and spoke to more businessmen and distributed more information than ever 
before. We traveled to more cities. The press carried more interviews and 
articles on guaranties. 

We spoke to representatives of more than a thousand companies and dis- 
tributed more than 20,000 investment guaranty handbooks to others. To these 


* hundreds of companies with whom we talked regarding guaranties we spoke of 
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the new foreign markets, stressing the fact that there are 700 million people in 
newly independent countries who need their products. We spoke of the “closed” 
markets which have little or no dollars for American products. We showed how 
these markets could be reached with licensing or manufacturing. We pointed 
out history of successful companies and passed on the experineces of others, 
We informed the investors of the resources of information in our Government, 
particularly in the Department of Commerce, and how to obtain it. The Khru- 
shchey threat was repeated and we spoke of the challenge of the Communist eco- 
nomic threat to American skill and management—to our free world—to our 
allies and friends in democracy. 

We stated bluntly that company after company was losing 10 to 30 percent 
of its business potential because of lack of initiative on their own part in search- 
ing out and developing the foreign-market opportunities. We emphasized our 
belief in the dependence of our business community on trade, the widened pro- 
duction and distribution of goods, and the securing of a continuous flow of goods 
and materials to supply jobs for our own people. 

We enlisted the aid of experienced officers in banks to help guide their clients 
in making known to them the availability of investment guaranties. Banks and 
business associations volunteered their aid. Chambers of commerce supplied 
their members with data on guaranties. 

Among the exceptionally fine private efforts for education of the business 
community on the complicated business of foreign investment, I would like to 
mention three outstanding efforts: (1) the National Foreign Trade Council; 
(2) the American Management Association, which has held meetings of great 
value in New York and other cities; and (3) Business International, a magazine 
devoted to international business affairs, which has held seminars in Washing- 
ton and in foreign countries where the top executives of leading corporations 
were in attendance. There are other organizations holding similar educational 
programs. This continued effort toward the education of the American business 
community is a necessity. 

Also, the financial press has again given our program excellent support and 
informative articles have appeared in the Journal of Commerce, New York 
Times, Wall Street Journal, Time magazine, Latin America Reports, Kansas 
City Star, St. Louis Post-Dispatch, and the Cincinnati Post and Times-Star, to 
name a few. 

Again, we received fine cooperation from the Department of Commerce and 
their field offices, where many of their advisers answer exploratory inquiries on 
the use of the guaranties. Its offices in Boston, New York, Philadelphia, Cin- 
cinnati, Cleveland, Detroit, Chicago, St. Louis, Kansas City, New Orleans, Hous- 
ton, Dallas, Los Angeles, San Francisco, Portland, Tacoma, and Seattle arranged 
interviews and sponsored our visits. Some offices made as many as a hundred 
calls to prepare for our visits. This represents work. 

Additionally, we printed and the Small Business Administration distributed 
18,000 copies of an especially prepared pamphlet, as well at other material on 
the guaranties, to their field offices and mailing list. 

From the embassies in Washington we secured information on investment in 
the different countries. This material was passed to the applicants for guaran- 
tees calling at our office, where a small information center on country investment 
is maintained for the benefit of the investor. 


1958 PROGRAM ACCOMPLISH MENTS 


What were the results of this increased effort of the ICA guarantees staff and 
all those who helped us? Both in terms of new guarantee contracts made and in 
guarantee applications received for processing the investment guarantee pro- 
gram did more business during the calendar year ended December 31, 1958, than 
in the previous 9 years of its existence. The aggregate face value of guarantees 
issued increased by $212 million for the year, bringing the cumulative total of 
guarantees written to $400 million (exhibit A). 

Applications in process for guarantee coverage rose during 1958 to in excess of 
$1 billion in comparison with $640 million at the beginning of the year. In look- 
ing back over the applications made during 1958, we find that out of a total 
of 197 applications in process at the end of the year, 50 were for projects in 
which investments of less than $100,000 were contemplated. Applications came 
in at a steady volume during the first quarter of this year. Prospects appear 
excellent for the year ahead. 
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At the end of 1958, our net liability under contracts in force totaled $340 
million. Cumulative fees collected through December 31, 1958, amounted to 
$3.4 million—an increase of $1.2 million during the calendar year. 1958 was a 
notable year in other ways as well. 

For the first time, in the Olin Mathieson project in Guinea, guarantees were 
provided to a project developing a country’s resources. Guarantees were pro- 
vided to the extent of $72 million, but the total investment in the project— 
provided in part by private European investors—will run to over $150 million. 
This project includes a 96-mile railroad, mine workings for bauxite, port facili- 
ties, housing, schools, and hospitals, as well as employment for thousands of 
people and a great, new, income-producing industry. In short, an aid program 
all in itself through private investment in an underdeveloped country. 

In the Olin Mathieson project and in the W. R. Grace & Co. fertilizer plant 
in Trinidad—for which $17,749,000 in guarantees was provided—a large propor- 
tion of the American investment was obtained from insurance companies and 
other institutional lenders. We expect that these may be the forerunners of 
similar projects which will draw significant amounts of funds from sources as 
yet untapped. 

Guarantees were provided to the Monsanto Chemical Co. to the extent of $64 
million for its project in Italy. This project represents a major participation 
in the European chemical industry and the largest such project so far handled 
by the investment guarantee program. 

Among the contracts written last year for the smaller business concerns was 
one for the Smyth Manufacturing Co., of Hartford, Conn., who formed an Italian 
subsidiary to engage in the manufacture and sale of bookbinding machinery. 
The amount of the investment was approximately $33,000 and they have since 
notified us that they want to increase this with an additional investment of 
approximately $17,000. Messrs. Huppert and Dennis, of New York, have each 
invested approximately $2,000 to purchase shares of stock in Plasti-Plaques S. A., 
a French corporation engaged in the polishing of stainless steel plates which are 
used in the manufacture and finishing of various plastic materials, such as 
polyvinyl chloride and formica. Messrs. Hupper and Dennis will together own 
about one-third of the French company. 

The first guarantees ever issued in Iran, Bolivia, Ecuador, and India were 
concluded this past year. In Iran, the project is a tire and tube factory to be 
operated by B. F. Goodrich. The project in Bolivia is a placer mining project 
operated by a subsidiary of the South American Gold & Platinum Co. In 
Ecuador the project is a paint manufacturing plant to be operated by W. R. 
Grace & Co. In India, two guarantees were provided, one for a plant manu- 
facturing surgical, health, and industrial items, to be operated by Johnson & 
Johnson, the other, a company to manufacture elevator equipment to be operated 
by Otis Elevator. 


OTHER POSSIBILITIES OF INSTITUTIONAL INVESTMENT 


We are deeply interested in other possibilities of institutional investment. 
For example, American housing experts have interested themselves in the hous- 
ing problems of Latin America particularly. It is their belief that if a way can 
be found to create the proper financial institutions, housing in these countries 
could be substantially aided. While it is realized that housing must be devel- 
oped principally through the use of local savings, materials and labor, help is 
needed in getting the programs started. We believe that if American institu- 
tions are willing to make pilot investments to assist housing, it is an area that 
might be encouraged by investment guarantees. 

We are concerned, too, with the unique problems of the engineering and con- 
tracting firms who are often in direct competition with Soviet bloe bids on vari- 
ous projects. We believe we should offer guarantees to protect their substantial 
investments in equipment necessary to build or operate projects. Unless expro- 
priation guarantees in particular are offered some American companies may be 
driven out and replaced by Communist engineers and contracting organizations. 
While ordinarily we require an intention to make a medium to long-term invest- 
ment, with contractors we will assume that if the first operations are successful 
the contractor will continue to bid on other projects and maintain his invest- 
ments of capital and equipment in the country for a long time. 

Our interest will be to continue to find new ideas, ways, and methods of using 
the guarantees to help newcomers to foreign investment, particularly small and 
middle-sized industrial companies and, at the other end of the scale, the banks, 
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insurance companies and investment funds with their large resources of capital 
which may find that with the use of guarantees they have the necessary security 
to make loans on sound foreign projects. 

During the year certain committees and groups have studied the investment 
guarantee program and made extremely favorable reports. Among them were 
the Straus group, the Boeschenstein committee and a group from the Harvard 
School of Business. In connection with the Straus report, the Department of 
Commerce polled the business world regarding its plans and needs for foreign 
investment. One of the most interesting facts established by this poll was the 
large number of American concerns contemplating new and expanded foreign 
operations. Another was that next to tax incentives businessmen consider in- 
vestment guarantees as the most important government assistance in stimulating 
private foreign investment. The expansion plans of many respondents would 
reportedly be aided by an increased availability and widened coverage of ICA 
investment guarantees. There were comments to the effect that the program 
should cover additional countries, as well as some suggestions for improvements. 
The investment guarantee program stood up well under a very vigorous and. 
searching examination of business opinion. 


ADDITION OF NEW COUNTRIES DISAPPOINTING 


On the other hand 1958 was disappointing in the addition of new countries to 
the program (exhibit C). Although the actual effort from Washington has been 
greater than in previous years, a variety of circumstances has combined to slow 
down the additions. We have negotiations in various stages with approximately 
30 countries. Although we have put in much work toward informing the coun- 
tries on the value of the investment guarantee program, we are encountering dif- 
ficulties such as nationalism, political differences of opinion within governments 
on attitudes toward foreign investors, legal obstacles such as the Calvo doctrine 
in several of the Latin American countries, and in several of the newer countries 
the understandable situation of other overwhelming problems taking attention 
away from economic agreements such as ours. New ways must be found to 
expand the number of countries in the program. The support of the Department 
of State in these negotiations has been vigorous and imaginative. Ghana was 
added last year and we are pleased to report that this year Tunisia (March 
18), the Sudan (March 17), Nicaragua (April 14), and the Federation of Malaya 
(April 21) have signed the exchange of notes—making 42 countries now partici- 
pating. Two countries, Jordan and Austria, instituted the war risk guaranty, 
adding this coverage to those of convertibility and expropriation already effec- 
tive in those countries. We are hopeful that several other countries—particu- 
larly those most in need of American capital—will join the program during the 
coming year. ; 

POLICY ON “SUBROGATION CLAUSE” 


In one or two instances the negotiation of agreements have been held up be- 
eause of the feeling that through the subrogation clause of our legislation this 
Government may obtain title to real property within a country. As long as the 
subrogation clause is maintained, we should be clear in our assertion that this 
program is not intended to obtain title to real propery. The following is our 
policy statement concerning this situation. 

“Some foreign countries, in the course of negotiations of the overall invest- 
ment guarantee agreement, have raised questions concerning the possibility that 
the United States might find itself holding title to real property after paying 
out under an investment guarantee contract to an investor whose property in 
that country may have been expropriated. Such countries may be concerned 
over this possibility either because of local legal prohibitions against foreign 
governments owning land, or because of policy considerations to the same effect. 
The United States has explained to these countries, in the few negotiations where 
the subject has arisen, that we did not normally expect to be holding title to land 
after paying out to an investor whose property had been expropriated, since 
normally when the property is expropriated, title to it is taken by the expro- 
priating state. We have further explained that, even in the unlikely event that 
an expropriation law or decree has failed to take legal title to the property na- 
tionalized, the United States would not wish to retain such property and operate 
it, but was only interested in a monetary settlement of the claim to which it 
had been subrogated. Thus far, no negotiation has failed because of this large 
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theoretical problem. Therefore, in future negotiations we intend to continue 
to give appropriate assurances along these lines should the occasion demand it.” 


BROADENING OF WAR RISK GUARANTEE RECOMMENDED 


Despite the very considerable effort we have put in on the present war risk 
guarantee, it has failed to catch on with the American investment community. It 
has been criticized as being too limited—that it will not be effective unless there 
is active war between nations, since it has the specific defect of not covering 
the more common occurrences of revolution and insurrection. In a number of 
the countries which are relatively new and need investment, the governments 
have had difficulties in achieving stability and continuity. Although these po- 
litical differences have been adjusted with a minimum of violence, still the haz- 
ards to prudent investment remain. It is our belief that the war risk guarantee, 
should be broadened to include “revolution, insurrection, and civil disturbances 
arising therefrom.” You will note that both the “Report of the Committee on 
World Economic Practices,” by the Boeschenstein committee, and the report 
“Hxpanding Private Investment for Free World Economic Growth” by the 
Straus group recommend this additional coverage. 

Straus group: “We recommend that the investment guarantee provision of 
the Mutual Security Act be amended to include coverage of losses arising from 
revolution, insurrection, or civil strife associated with war, revolution, or in- 
gurrection * * *,” 

Boeschenstein committee: “The present ICA program of investment guaran- 
tees against specific risks should be expanded to cover the risk of loss attributable 
to revolution, insurrection, and other civil disorders. Such guarantee should 
also be made available for modification, expansion, or improvement of existing 
investments as well as new investments. The State Department should continue 
to press for treaty agreements with countries which have not yet joined the 
guarantee program, and to this end should consider reducing some of the require- 
ments and conditions currently being imposed which are found objectionable by 
the foreign countries.” 


REQUEST FOR ADDITIONAL GUARANTY AUTHORITY 


The request is made in the proposed legislation to increase the guaranty 
authority by $500 million. This increased authority does not involve new money 
or new obligational authority at this time. We believe that our remaining 
authority of $160 million may be absorbed by contracts now in process within 
the next several months. If we are to take care of the applications which have 
been developed because of the greater interest generated in this program of 
investment guaranties, we will require the additional authority. This was 
also recommended by the Straus group: 

“We recommend that the Mutual Security Act be amended to increase the 
issuing authority for investment guaranties to $1 billion, with such additional 
borrowing authority as may be considered necessary.” 

Approximately two-thirds of the applications we have before us today are for 
the underdeveloped countries. Also, a substantial number of these requests 
are from small and moderate-sized companies. They are depending on the 
investment guaranties for protection of their investments. Too, assurance of 
increased authority will be important to the well-advanced negotiations for 
country agreements, since no country will want to participate in the program if 
there is no likelihood of guaranties being available. 

While the $500 million in authority may appear small in comparison with 
the volume of applications, we know from experience that only a quarter to a 
third of these applications are likely to materialize to the final contract stage. 
The applications are filed in good faith. The investors are trying to put their 
projects together. On further examination, sometimes the project does not 
prove feasible, the foreign partner may not be found, or he may withdraw from 
a contemplated project, or the company’s plans may change. The investor may 
decide to invest without guaranties after having filed an application. 


FRACTIONAL RESERVE AND FEE STRUCTURE 


Using the 25 percent fractional reserve, which we believe is ample for backing 
of guaranties—and this belief is supported by the National Advisory Council 
on International Monetary and Financial Problems—we do not believe that 
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we need any new obligational authority for our reserves this coming year 
(exhibit D). We expect, however, that if the reserves are to be maintained at 
the present 25 percent ratio, we will probably require new obligational authority, 
perhaps to the extent of $100 million, the following year. 

Fees were discussed in last year’s testimony. There has been no actual change 
in the fee structure—that is one-half of 1 percent of the face value for each 
type of insurance for the contract year that the Government has the liability 
and one-fourth of 1 percent for a standby commitment on maximum coverage 
for future years. We have shown the investors how to make greater use of 
the standby fee arrangement and by stressing their taking only such coverage 
as they actually need we have, in a number of instances, reduced the costs to the 
investor. 


A REAL TURN IN FOREIGN INVESTMENT 


Looking back over the hundreds of talks we have had with investors during 
these last months, both in Washington and in cities throughout the country, 
we are convinced that there is a real turn in foreign investment. For the 
first time in years, company after company, large or small, is investigating and 
planning foreign operations. Many companies are working on the development 
of foreign branches affiliates, licensing, and other investment arrangements for 
the first time. Most of this “new blood” is coming from industrial companies. 

It seems to us there is a renewed surge of the entrepreneural spirit of American 
capital. Barring a war or an economic relapse it appears that we will be striking 
new records in numbers, variety, and value of foreign investments. This turn 
in private investment may result from a realization on the part of American 
private enterprise that by placing its capital and skills abroad it can meet 
the threat posed by Communist competition to the retention of old and the 
development of new markets for its products and assured sources of raw ma- 
terials for American industry. Our companies are aware that, since World 
War II ended, 20 new countries with a combined population of some 700 million 
people have obtained their independence, started on their course of development 
and improvement of general standards of living. As their development grows 
and their incomes rise, they will become great new markets for trade, but this 
development may be slowed down and these great markets lost to us and to 
the West unless private enterprise helps with capital, skills, processes, and 
management when the countries need it most—when they are starting their 
development—this year and the years immediately ahead. 

Although, of course, the first investor interest was in the European and 
Latin American areas, what is beginning to count is that we are reaching the 
second and third stages of operations with a number of the companies who 
have cut their teeth on investments in Europe or perhaps Canada and found 
them successful. They are looking now toward other countries and, happily, 
in many cases to the underdeveloped ones. 


WHAT PRIVATE ENTERPRISE CAN DO 


Private capital will not and cannot be the dollar-for-dollar substitute for 
Government loans for roads, dams, irrigation, education, hospitals, ete. But, 
private industry can build the plants on the roadside, it can use the power pro- 
duced by the dams, and it can provide jobs and money for the people whose 
skills are improved by education. It will be private enterprise, whether foreign 
or local, which will pay the taxes to support the investments in roads, dams, 
ete. It is wishful thinking to believe that American capital will freely and 
willingly provide the great amounts of capital needed in these underdeveloped 
and politically unstable countries without the assurances provided by the guar- 
anty program. Now is the time to move strongly with the guaranties and all 
the other resources of assistance available to encourage private capital to do 
the job which lies ahead. 

Exhibits: 

A. Guaranties issued as of March 31, 1959. 

B. Chart of investment guaranty program, December 31, 1958. 

C. List of countries participating, April 21, 1959. 

D. Fiscal position of program, March 31, 1959. 
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INVESTMENT GUARANTIES DIVISION, INTERNATIONAL COOPERATIVE ADMINISTRATION, 


WASHINGTON, D.C. 


Quarterly report of investment guaranties issued since the inception of the 


program in 1948 through Mar. 31, 1959 


————————_  n— nee eee —— — nn nke—e—k—=$=~>~>EE—eeeeeeeeeeee 


Investor 


—— A a__m_ 


ustria 
« Socony-Mobil Oil Co., Inc..----- 


Syntron a hacneed 


Belgium: 
‘The Cowles Dissolver Co., Inc.!_ 


Morehouse Industries, Inc.!__.-- 
Smith-Corona, Inc..---------- 


ee I cane acaamaee 


Bolivia: South American Placers, Inc. 


China (Republic of): 
Von Kohorn International Corp-- 
Westinghouse Electric Interna- 

tiona) Co. 
sa cnienndsn 


Denmark: Ray-o-Vac International, 
Inc. 
Ecuador: W. R. Grace & Co--..----- 


France: 

Armstrong Paint & Varnish--__- 

Chicago Molded P pean... 

Godfrey L. Cabot, Inc. 
ee ee eae 

Chrysier Corp...-...---. races 


 —— — 

Clark Equipment Co--..---- 
Concrete Chemicals Co. 3 
Corhart Refractories Co., , Inc__- 
Dana Corp... seed f 
Dennis, John K_--.. eae 
Dow Corning Corp------------- 
Ellicott Machine Corp-...------- 

Bassas 
Ford Motor Co-_..- 
Foster Wheeler Corp... ei oe 

Do. Raa 
Fruehauf Trailer Co__-- 
Hawshaw Chemical Co--------- 
Heyden Chemical Corp..-- are DON 
Hohenstein, Walter P_-_------- ‘ 
Houdry Process Corp....-------- 
Huppert, Peter__-. See 
International Water Corp... aia as 
Koppers Co-...--- ete 
—— Electric Co... Epes 

ia 
Marmon- Herrington Co., Inc._- 
Morrison-Knudsen Co., Inc... s 
National Fastener Corp-__-_.- 
New Britain Machine Co__- 
Olin Mathieson (French 
Africa.) 

Omaf (French West Africa) _--- 
Rohm & Haas Co.-.-......--- 
Ronson Corp. 3 
Singer Manufacturing o... 
nee © Oil coctiatduaaid Co. 

do 
Yoder Co 


Total 


West 


See footnotes at end of table, p. 


Product 


Ce GU no inextcccccacudes 
Vibratory equipment --.-----.--- 


Grinding and mixing equipment... 
ws non 
OF acai Mniantcwen nmgcnaee 


LC a ee ere 


Rayon manufacturing-.-_---- iets 
Electric generating equipment - le 


Leakproof batteries-_-~.--.---.-----.-.- 


Paints and chemicals.....-......--- 


Paints and varnish....-....-.----- 5 
Plastics... sf aicincaanseabiatieseoarde a eo 
circa nandaos : 
oman acaiguibieu eabade een 
ETS GUN Gi incndeecsccésacccses 
eons sane Baee = 
Materials handling equipment. Sie 
Concrete admixes-_-._.--.-------- 
Refractories_ waigesese 
Automotive parts. --.-.--.-- 
Plastics... ; oni 
pS eee 
Dredges_-- 

: 
Auto products ~ 
Construction engineering____ 

A a - phwakacis 
Truck trailers...------------- 
IS CIN i acter cs tance asec 
ONO. cnrasnmoniqnetibe anmeis 
Polystyrene-.- --- 

Petroleum refining _- ; 

Plastics - a se aciacdaadee 

WAR Ns ccc es ns os 

Styrene monomer-.--_--_------- 

Welding materials___.-. 

Welding equipment- 

Transportation vehicles- 

Construction engineering _- 

Slide fasterners-. 

Machine tools_. 

Bauxite mining and alumina pro- 
duction. 


Agriculture fungicides__ : git cat 


Lighters and related produc ts__- 
Sewing machines.------....---. 
Oil refinery ----- 

nantiite! sakes : a7 
Metalworking machinery - - - 


792. 























Convert- Expropria- 
ibility tion 
$1, 000, 000 $1, 000, 000 
OE tien cak tdaoan 
1, 030, 000 1, 000, 000 
30, 000 30, 000 
30, po 30, 000 
72, 60, 000 
132, 000 120, 000 
3, 000, 000 
1, 059, 242 959, 242 
2, 140, 320 1, 881, 600 
3, 199, 562 2, S4 10, 842 
182, 500 Reni ee a 
252, 945 
SIE Necnaceiadivedex 
35, 000 ; aoe 
4, 430, 000 2, 215, 000 
4, 400, 000 2, 215, 000 
920, 108 |____- ieee 
6, 987, 310 3, 493, 655 
Pe hoccewiciwctnioste 
PA GEE bnscnccccseees 
| 
SY GD Biic eicarnons 
4,070 4, 070 
304, 960 }....... 
40, 214 20, 107 
34, 132 17, 066 
a 713, 875 
WC ctcwaccnouaee 
Riis WE Eis ins nvcissceemntaaea 
437, 500 |.....- : - 
200, 000 100, 000 
I Meiisiossaz a iscormcatan 
4 o> eee = 
202, 000 |_...___- Bue 
4, 070 4, 070 
8 4 eee ee 
465, 000 |______ - 
1, 072, 636 — 
3, 211, 000 os ia 
54, 860 27, 430 
252, 000 iccidaditicalanidte 
17, 500 nettieant 
1, 000, 000 1, 000, 000 
sae 32, 000, 000 
; 40, 000, 000 
441, 100 ‘ 
400, 000 400, 000 
8 | Seer 
GA WD Bi unde waco sens 
rr er 
DE bch cscncssee : 
82, 210, 273 
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Investor 


Germany: 
Godfrey L. Cabot, Inc.._.------ 
ema s Corp..-- 


. ay : 
Firestone Tire & Rubber Co__- 
Ford Motor Co- 

Do.! 
Gardner-Denver Co- 
W. R. Grace & Co- 
Harris Intertype Corp-- 
E. F. Houghton & Co-..-- 
Johns-Mansville Co. _-_- 
Merchant Calculators, Inc_- 
Mine Safety Applicance Co... 
National Aluminate Corp-_._- 
Olin Mathieson Chemical Corp.-. 
Do. sa ss 
Ess 
Oppenheimer awe < Co.. 
Otis Elevator Co_.-.-- ; 
Perkins-E]mer Corp. --- 
Raytheon Manufacturing Co.- 
Rockwell Manufacturing Co- 
Do.. 


cei igreiernansates tests ae 
iL ighters and related products. seen 


Total 


Greece: Dresser Industries... ..--.---- | 


Guatemala: 
Farmen & Son Logging Co 
Farmen, Oliver 
Koppers Co., Inc 
es ra 


India: 
Johnson & Johnson 
Otis Elevator Co 


Italy: 


American Motels of Italy 
Associated Seed Growers, Inc 


Caltex Oil Products Co-_-...--.-.--- 
Chicago Molded Products 
Wie. Grace’ S Oos*. ...0ececcnn 

Ser. weed 
Houdry Process Corp 
E. F. Houghton & Co--- 
Mine Safety Appliances Co.!_...-- 
Monsanto Chemical Co-.-..-....--- 
M.8.A. Financing Corp.!.-_-..--- 


See footnotes at end of table, p. 


a Mine carloaders. 


..| Business machines. - 


Product 


| 
| Carbon black. 
Electronic products. als 
; ce: . 
Tires and tubes. - 


Trucks and.automobiles.. 
.do- 


| Sealing compounds..-.-----_- 
Paper cutters. .... 
Chemicals and lubricants--- 
Asphalt tile- he 





| Safety appliances____. 

| Water treating chemicals--_- 
| Powder actuated tools-_.- 
| _do 

-, -do — 


ae. - da 
Elevators and elevator equipment_. 
High-precision instruments__- 
Radar and sonar e quipment... 
| Power tools. -- ; 
.do- 
.do_- 


.do 
Optical equipment. .-...............- 
Tool manufacturing 
Office machines- - te 
Space heaters ms: inufacture.._-. i 
Drills and other tools..............-- 


Tim - WIIG. 6 ooo whan see wansans 
Sand and gravel operation 


| Drugs and drug products........--- 
PRs Auk sna eocbknekeepunws cesnn 
Seed =n ation 


iniveenmous solutions 
| Oil refinery 
TE tnd caaiintian ba Knamtinnsun min m eis 
Sealing compounds....-..-...--.---- 
Petroleum refining- 
Chemicals and lubricants. ........-- 
Safety appliances and equipment.-.- 
I pine hme die eh aieiemaibininm 
Safety appliances and equipment--.-- 


792. 





Convert- 
ibility 


37, 792 
274, 877 
, 841, 700 


140, 
203, 
355, 
93, 
350, 
95, 

, 250, 
, 298, ( 
571, 43 
91, 
369, 
20, 
106, 


— 


| 
548, 2¢ 
| 93, £ 


, 375 
, 000 
BSS , 400 
, 000 
7, 204 


| 


230, 230 





| 12, 533, 983 
594, 700 


177, 000 
70, 000 





756, 000 
460, 000 


1, 216, 000 





3, 080, 000 
1, 450, 000 
6, 000, 000 


10, 530, 000 








1, 082, 350 
475, 000 
480, 000 
1, 152, 000 
240, 000 
195, 000 
87, 500 
340, 000 
29, 190 

4, 630, 000 

35, 000 

107, 700 
107, 688 

75, 000 

17, 000 

87, 750 

42, 000, 000 
2, 250 





$1, 000, 000 | 


, 000 | 


Expropria- 
tion 


$37, 
274, 876 
1, 052, 400 
8,314, 863 
9, 593, 062 


| 8, 889, 384 


792 


177, 552 


95, 120 
250, 000 


50, 000 





1, 


S40 
524 
402 
144 
831 
115 


91, 
184, 
10, 
106, 
250 
274, 


964, 000 

2, 450, 000 
58, 800 
250, 000 

| 198, 625 
000 
700 
000 
204 
000 
790 


10, 
48, 
50, 
1, 397, 

1, 495, 

174, 

37, 750, 059 
595, 000 


77, 000 
70, 000 
325, 000 
200, 000 


3, 080, 000 
1, 120, 000 
2, 000, 000 





6, 200, 000 





640, 572 
300, 000 
240, 000 
576, 000 
200, 000 
172, 500 
150, 000 
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Investor Product Convert- Expropria- 
| ibility tion 
Italy—Continued 
National Aluminate Corp-.-_....--- Boiler compounds-_-.--....-.----.--- $1, 331, 000 $271, 000 
National Biscuit Co---- ..--| Biscuits and crackers.............-.-  . . ¢ ee 
Olin Mathieson Chemical Co____- Industrial chemicals__..........._--. 8, 551, 800 4, 275, 900 
ME ee ala Se a en oe no Se peas Te COE sn adudcatoocun 
Ot Biever Cs... .....055222 562 Elevators and elevetor equipment_- oN ee ae 
Joseph Pacifico -- -_- een el a ME eek ak ee OUP ES scckl cc acww 
Pennsalt Chemicals Corp.'. 1________| Refrigerants, aerosol propellants a 
and chemicals. 
Raytheon Manufacturing Co__._..| Flectronic tubes__..................- I cites Sse 
The Smyth Manufacturing Co__._.| Bookbinding equipment---__...-.._- 67, 440 67, 440 
Socony-Mobil Oil Co., Inc__._--_-- CO A oo einen cc smnmagasuon 5, 600, 000 2, 800, 000 
OE no esa eee eee Cracking unit... ____-- REECE | 7, 234, 000 3, 617, 000 
Standard Oil Co. (New Jersey) ...| Oil refinery. ..._...._...-...-------- Co 4 | ee 
NN a eg baa oo sawn Vibratory equipment--___........___ SO be cecdecancccce 
Westinghouse Air Brake Co__....| Railroad ORUIDIOONE.... . 6 <secoucseee CU EN  ic seek saxccne 
NOUR os anantann abd incnedddncecn ls cahacsecbudadeetnenccarsencateataees 92, 827, 968 35, 724, 602 
Japan | ; 
Dow Sune International Ltd_| Production of plasties............._- 560, 000 560, 000 
ARE LORE LM: tart, Re econ sue cont ak 812, 000 812, 000 
Hamilton , of ee ee WEIMER os ca ce cue es re 500, 000 50, 000 
UNE Ss hinaeacnascdadekenseeeine Uda ane dene eancne maaan aie 1, 872, 000 1, 422, 000 
Jordan: 
Edwin W. Pauley & Phillips | Of] exploration. .....................[2.-.....-2...- 6, 000, 000 
Petroleum Co. 
Rovnert bl. Parker. -.....65..< .---| Petroleum exploration equipment_.--.|..........._-- 1, 250, 000 
POR oincnainnespeccnpabededccc ssasasas sees ens tieaee de ccebabueseaeencameeeeel 7, 250, 000 
The Netherlands: } 
A-P Controls Corp------- Oil-heater regulators_............- — 75, 000 50, 000 
American Home Products Corp.-- Pharmaoccutionls. . . ...... 2.2.2.2... 210, 000 105, 000 
Dow Chemical Co-_-..--...--.--.- Og eS ee a eas 2, 640, 000 1, 320, 000 
2.) ae WPI I nbn cbc ane be capecnns 29, 750 17, 000 
i. J. Baker Bros. ................}| Castor-oll derivatives... ........... 16, 085 19, 800 
H. H. Sonnenberg.......-..-.---- Vomotion: Dine oo. no ceccnwesd WIGS 1528s... 
|, UF La Chemical finishes-_--................ Scns bee te 50, 000 
Kresno-Stamm Manufacturing Co_| Oil burners____..-.-....-.-..-------- TRAD Fi ack anes 
0 eceadenncka pekan awetwea taaice i pa ideasds snap miananes PX a a 
Sparkler International, Ltd_.-_-_- Industrial filters____- cecqhapewouwwaus IO SI ia asec cvioanen 
Tokheim Oil Tank & Pump Co__.| Oil tanks and pumps_._.--........-- 350, 000 200, 000 
United Greenfield — & Die____- Drills and other tools__............-- 52, 512 26, 256 
Rs Peete ebbacbe naaconite DOicoscnckgieasdddtvanneeankeasene 1, 590, 000 795, 000 
SONS ok EE 8 ae ar fis cchasaarl tens sae hc anaweeeee 5, 244, 835 2, 583, 056 
Pakistan: General Mills..-....-..---- Food processing: ..............-...-- | 480, 000 315, 000 
Paraguay: 
Paraguay: Pure Oil Co. of Paraguay, | Exploration and exploitation for oil__|_..........--- 3, 000, 000 
Ine.! (Williams Bros. Corp.; Sin- 
clair Paraguayan Oil Co.; Tide- 
water Oil Co.; Paraguay Gulf Oil | 
Co.). 
Peru: 
ae OE CI cis hcnicccrnn F wee penne a CS 
sti nn cies ch sD SE Qe nt ks cll eck al ema tn edn eect derca Ueda Aida FOE Nentcqis manic 
Kellog SOG CURD. oncteennesncase Teiephone eR ee sce ee 5 Yt ee 
OU Ais ccscgeccncocedencscnknaline boreuten teu lah eaacde settee en | 8, 946 0 Lica cccckc--.2e 
Philippines: | 
Consolidated Dairy Products Co..| Dairy products._............-.-.--.- CR Giada ticnnis 
— pe | Metal ores and alloys.......-...----- 357, 000 765, 000 
Ti re 80. <<a <n avenennnnncenconeoneonen-[-soneegacagse 293, 250 
_... Manufacturing Co__-...-- PR ic noc nccnsccdcsteccse 200, 000 250, 000 
The B. F, Goodrich Co...-....--- Tires and tubes.......--------------| 792, 000 1, 200, 000 
Tea sie itech wala aonaadenancaninideisie sha outed I ra a et ia 1, 500, 000 792, 000 
itiAbcnce sidicddngdbskadetoaued Wide 4 chai dchcicnteensepaseeaneaukaiaienel ae 
ON sg ag hoo ck A cal otic Suen ou tauayeeeiromeneiaaaaaer en | 4,709, 000 3, 300, 250 
Thailand: 
peeery F. BR. DOR. ccccsccce scalp ARNON IID as 5s ieee aleceenoealas iceebpastnaintal | 49, 400 100, 000 
ici cesta cues a inghniticces sed acc a i selves rts sash drier | 50, 000 50, 000 
PUNO sess dk a let Laie eas Poncwsa inca cd linn eben Saad idee antea keen | 99, 400 150, 000 
See footnotes at end of table, p. 792. 
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Investor Product 
Turkey: 

Bank of Americs.................. a ne 
Federal Motor Truck Co...-.-.--- Trucks and vehicle parts._....-..-..- 
General Electric Co., Inc. .....-.- Electrical products..........-.---.-.- 
Goodyear International Corp----- ‘Tires Ghd PeeeaaiNg.. . ...........00-. 
Marshall Oil & Chemical Co...... ER 
Olin Mathieson Chemical Corp...| Pharmaceuticals... .-......-.---.--.-- 

BPO nthe tO onaniasnbombiquebnecid ttn dnl ieth iene aeinbeibahls insane ated 

Ae BER icin cntdicncdiminlabedawinne peptbugornnend Sheen ssountiys 


United Kingdom: 


Barber-Green Co. .-.....--..------ Construction machinery -.....-..--- 
—" & Sharpe Manufacturing | Machine tools.............---..----- 
‘0 
Bib ae ities cud calimeemmmnegs| waeie alain idtkbiwnacanninkts 
TN a ie cseechidicntab anes catannats Machine-tools repair. .........------ 
Scheie Rel Rccseeccowesas a iar nap cs cnes rab ovale 
Godfrey L. Cabot, Inc.........-... SN  cnngiticnsbecanecnse 
Chicago Molded Products. --.---.-- ee il niin dieing 
at OE Mamaen OS SS ee 
i MARKisdachananiemne ten ead teh arcicemm ano 
Cone Automatic Machine Co.--.- Automatic screw machines_....---_- 
hada lk ahi wine drei mit Machine tools and parts...........-- 
Cooper Alloy Foundry Co-.------ Stainless-steel valves.........-.----- 
Diewmphone Corp. ....<........... sane caitinbini chan enawinny 
Drilling & Exploration Co_....... Drilling for oil and gas.......-.-.--- 


Euclid Road Machinery Co 
General Time Instrument Corp... 
W. R. Grace & Co. (Trinidad)... 
Jacob Manufacturlng Co........_. 
nae ee eee 

0 - 


Earth-moving equipment-.-........- 
Clocks and watches. ..........-.-.-- 
Chemical fertilizer. ................. 
Drill chucks 


Re ich, POR EE cduadctnadsaseoetanuad tii eabbatichdentcnnsnnons 
Landis TOO Ods:c..<<.5<----0---- Precision grinding machines-_--..--- 
Lapointe Machine Tool Co...--.. DEMING GOON. dn cictnenus dapenscccacs 
Leeds & Northrup Co__._-.-.-..- Control instruments _-_.....-.....--- 
Metallizing Engineering Co., Inc.| M etal-spray equipment-.-_........-- 
McGraw-Hill International Corp PE iiiiiaetdatetads<cnenscncace 
Mine Safety Appliance Co___--_-- RUN Hs, J ntittemnbdccnccancess 
wamEeney wel Regu- | Regulating instruments. -...........- 

ator Co, 
Pare, Davied Oo. ...........0.. TOI nics ta cin conecscedes 
Pocket a PN ditttbdtncwbhtocncewam owe 
— Utilities Manufactur- | Oil burners. -.-..------------------- 

0 
OO EET EE 
E. R. Squibb & Sons-.-.......-..--. Pharmaceuticals. ............-.. ani 
Standard Brands, Inc_..........-. ED GER i mencicanbessaneccues 
EE a icsrcnwuekinmadonns i iddbscawdunecbancncenas 
Universal Oil Products. ..-.......| Catalyst for petroleum refining----.-~- 
a tris A clas ceria a ttcinin eluted dawn iaidnece bam wial 
et inaca enh inaacciaiat abaiiemidan bile daiaimamnecabmimarmine vl 
Grand total of convertibility and ex- 

ED MRO i icnintcccouceculecanieouenens lei date ineionl 


1 Issued since Dec. 31, 1958. 


Convert- 
ibility 


187, 339 
137, 500 
40, 000 


96, 863 
2, 711, 450 





4, 306, » 152 


1, 400, 000 
1, 120, 000 
560, 000 
2, 025, 000 
70, 000 

1, 008, 000 
985, 000 
262, 500 
1, 675, 000 
153, 500 
350, 000 
420, 000 
857, 500 
1, 000, 000 
17, 749, 125 
650, 350 

1, 436, 100 
1, 300, 000 
1, 379, 514 
1, 278, 457 
4, 600, 000 
53, 365 
392, 000 
103, 750 
40, 000 
250, 000 
300, 000 


735, 000 
218, 750 
60, 000 


49, 000 
981, 750 
75, 000 

3, 000, 000 


750, 000 | 





225, 272, 539 | 





48, 736, 226 











Expropria- 
tion 


$188, 233, 082 


$413. + 621 


2 While this total represents all guarantees issued since the beginning of the investment guarantee pro- 
gram in 1948, as of the current reporting date the maximum outstanding liability is approximately, 


$336,000,000. 
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ExHIsIT B 
INVESTMENT GUARANTY PROGRAM 


(Millions of Dollars) 


Note Different Scales 
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APPLICATIONS PENDING 


GUARANTIES ISSUED 


As of Dec. 3! 


1,200 


1000 


Guoronties Issued 


Thru Dec 31,1958 


$400 


Ne ee 


. 148 


To Less Developed Areas. 


800 


252 


To Other Areas......... 


600 


Z Less Developed 


400 





200 


793 





Calender Years 
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Exuisit C—Aprit 21, 1959 


INVESTMENT GUARANTEES STAFF, INTERNATIONAL 


WASHINGTON, D.C. 
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SOOPERATION ADMINISTRATION, 


Oountries with which the United States has agreed to institute the investment 
guarantee program 


Convertibility 


ID Ei hidbeciaiibarencneececonsens 


China, Republic of 
Colombia 
Costa Rica 
CE <I enciaskebtdinsnne vuneneh 
Denmark 
Ecuador 
I, ne mene 
Germany 
Ghana 
Greece es cneon 
So ea er 
tet a cise 
Honduras 


eS a sade 
Italy 
Japan 
ee ee 
i i ete clsicsiee 
Malaya, Federation of 
Netherlands 
Nicaragua 
i i al 

Sa i insite icireticinaaichientnimieeal 
i i a ia al id caer - 
Peru. 
Philippines 
Portugal. 

Spain_. 
Sudan 


Tunisia. 
ON a a a emmaninil 
United Kingdom 
Vietnam 

Yugoslavia 


Expropriation 


Afghanistan 
Austria... 
Belgium 
PER... ncnonne 
China, Republic of 


SIND bccisnchowncconcas 
Cuba 
Denmark 
ta Sel ke 
EE ee ; 
Germany 
Ghana 
Greece 


eet cient 


Ireland 
i oi 
ere 
bctiienitiicalnee 
Jordan.._. eidal 
TELE Ie: 
Malaya, Federation of_- 
Netherlands 
Nicaragua 
Norway 
ia widens 
Paraguay 





OS EEE 
Portugal 
iin etiam 
Sudan 

Thailand 
Tunisia 


a icteric ie 
isin dni 


Guatemala._........ Ne -| 





War risk 


Afghanistan. 


Austria. 


China, Republic of. 


| Israel, 


Italy. 


| Jordan, 


Nicaragua 


Sudan, 
Thailand. 
Tunisia, 


Vietnam, 


Since further agreements are in continual negotiation, if an investment is 
contemplated in an area not listed it may be advisable to check with the Invest- 
ment Guarantees Division to ascertain if an agreement is about to be consum- 


mated. 


In some cases the dependencies or overseas territories of the United 


Kingdom, France, Netherlands, etc., are desirous of encouraging American invest- 


ment and the guarantees may be used. 


Again a specific inquiry should be made 


to this office to determine the availability of guarantees in such areas. 
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Exuisit D 


Fiscal position of the investment guarantee program as of Mar. 31, 1959 


Millions 


Meet) teiie GuthOtlt sik. dice eterna eae $500 
Less investment guarantees issued and outstanding (after taking into ac- 
count deductions, cancellations, and reductions of risks. $413.5 million 





in) ganrantees: have been. Writtets) asic. seinen senna dunes —377.9 

Tesning aduthowity: TOMAR isd ca icanicsnnedenninlsccenpnnadan 162.1 

NaS OU ic i er cw a ctichiccnnchinicietsiarle talentless tpiiaa tania 1, 000 
Reserve sources: 

Notes: (hodrotring: autor ity aes ain kn is ek ccteieedete 199. 1 

Tee inconie through Mar. Bi; 10GO ic < scien hod cedeneen 3.8 

Toth. FORETVE SOUTCRI..3c3 ccasseaetet one nee 202. 9 





Less amounts obligated : 
For pre-July 1, 1956 contracts (100 percent reserve) 








For contracts on fractional reserve._._.....................- si 71.4 
POG? : GRA C kc ts eebce dis dh bt ie etn ten aman ee 123. 5 
Aipoanting vemaining for ODLIGAtIOR . .si4 ccc csi cciiiitiimcnmanion 79. 4 


Contracts which may be issued on basis of 25 percent reserve (4 x 79.4)_ 317.6 


STATEMENT ON AMERICAN-SPONSORED SCHOOLS ABROAD BY RICHARD B. FARNS- 
WORTH, DEPUTY CHIEF, EDUCATION DIVISION, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Funds made available under section 400(c) of the Mutual Security Act are 
designed to further mutual security objectives by increasing the number and 
quality of human resources available to participate in economic development. 

An American-sponsored school is one that provides educational facilities of 
two nations—namely, those characteristic of the United States on the one hand; 
and on the other hand, those of the host country. The student bodies include 
nationals of the country, third country nationals, and may include U.S. citizens. 
American-sponsored schools abroad are cooperative enterprises supported by 
U.S. citizens and local citizens. 

Graduates of these schools will be among the scientific, political, and economic 
leaders in their countries. One of the American University of Beirut’s most 
famous alumnus is Charles Malik, president of the United Nations General 
Assembly. Roberts College in Turkey, by virtue of its long establishment there, 
enjoys a wide range of contacts. At the present time it numbers among its 
graduates three Turkish Ambassadors, the head of one of the major political 
parties, senior officials of the Industrial Development Bank and a host of 
industrialists and technicians in private industry. Most of the American- 
sponsored schools in Latin America, Africa, and the Far East are elementary 
and secondary schools; nevertheless, they also can claim economic, political, 
and social leaders as their alumni. 

The wording of section 400(c) of the Mutual Security Act closely parallels 
the language used in establishing a similar type of program under the jurisdic- 
tion of IES. The mutual security program objectives of economic development 
have indicated that technical education at the college and university level should 
receive particular emphasis. 

Governmental assistance to American-sponsored schools abroad is not a new 
thing. Since 1943, the U.S. Government has aided American schools abroad— 
first, under Public Law 355 and since 1948, under Public Law 402 of the Smith- 
Mundt Act. Supported by a small yearly appropriation from Congress and 
limited to Latin America this program of the Department of State has been 
supplying dollar assistance to such schools. With the passing of Public Law 
962 by the 84th Congress on August 3, 1956, the way was opened to permit the 
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use of local currency proceeds accruing from the sale of surplus agricultural 
commodities overseas. Section 400(c), title 5, of the Mutual Security Act of 
1954, as amended, provided that “the President is authorized to use not to 
exceed $10 million of funds appropriated” to assist “schools and libraries 
abroad, founded or sponsored by citizens of the United States and serving as 
study and demonstration centers for ideas and programs of the United States, 
notwithstanding any other act authorizing assistance of this kind.’ Section 
107 of the Mutual Security Appropriation Act of 1958 prohibited the use of 
funds for school assistance. However, the Mutual Security Appropriation Act 
of 1959 contained no such prohibition. Demands upon funds appropriated re- 
stricted the program to an amount of about $3 million during fiscal year 1959. 
Because the international educational exchange service of the Department of 
State was, as has been indicated, supplying small amounts of dollar assistance 
to Latin America schools and was also supplying local currencies to American- 
sponsored schools in other parts of the world, it was agreed they should ad- 
minister the program as ICA’s agent in order to achieve coordination of the 
total U.S. resources used for this purpose. IES accepted this responsibility 
and has been administering the 1959 program for ICA. 

It is perhaps worth while remembering the reason the U.S. Government 
initially took an interest in assisting such schools abroad is because of the fact 
that in 1941-42 we could clearly see the threat which the nazified German 
schools in Latin America posed as centers of pro-Hitler sentiment and of anti- 
American propaganda. Never before in the history of man has such an intense 
struggle been waged to win control of the minds of men as is now being carried 
on. The Communists in an effort to outbid the free world in this so-called 
cold war are moving into the economic and cultural fields. Therefore, the 
importance of American-sponsored schools abroad to American foreign policy 
ean hardly be overemphasized. 

While the primary objective of the program is to enable American-sponsored 
schools abroad to contribute more significantly to the development of the 
human resources so desperately needed by the developing countries, there are 
other significant products of the program. 

In addition to their function of actually training productive citizens and 
other important elements, is the fact that the American-sponsored schools 
abroad serve as models and demonstration centers which influence the edu- 
cational systems of the host countries and thereby improve the type of educa- 
tion offered all the students in the country. They serve as a local demon- 
stration of improved educational methods, materials, and teaching procedures. 

In a broader sense the schools aided provide one means of contributing 
toward the sound objectives of developing better understanding between the 
people of the United States and the peoples of the countries in which the 
schools are established. The students of the host country who attend such 
schools tend to learn U.S. methods and standards without affecting their basic 
sense of values toward their own countries. In addition, with an American 
educational background, these students are ideally qualified for local employ- 
ment with U.S. firms. They are also better prepared to enter American 
colleges and universities for advanced training. 

In summary, by assisting American-sponsored schools abroad, we are sup- 
porting American private initiative, we are capitalizing on existing invest- 
ments, and are utilizing the skills and knowledge of Americans already 
working in the educational field abroad. The enormity of the developing 
countries’ needs for trained manpower requires that we make maximum use 
of all our available resources. 


(Whereupon, at 1:25 p.m. the hearing was adjourned, to recon- 
vene at 10 a.m., Tuesday, May 19, 1959.) 
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WEDNESDAY, MAY 20, 1959 
U.S. SENATE, 


JOMMITTEE ON ForreIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, in executive session, 
at 10 a.m., in the committee room, U.S. Capitol Building, Senator 
John Sparkman presiding. 

Present: Senators Sparkman, Mansfield, Kennedy, Lausche, Wiley, 
Aiken, and Carlson. 

Also present: John E. Murphy, Assistant Deputy Director: Con- 
troller, ICA. 

Senator SparkMAN. We have other Senators who are coming in, 
but I believe due to the pressure of time we ought to get started. 
Those who do come in along the way can catch up, so I will ask the 
committee to come to order. 

Our first witness this morning is Mr. Leonard Saccio, Acting Di- 
rector for International Cooperation Administration. We also have 
Mr. James P. Grant, Deputy Director for Program and Planning, 
ICA, and Mr. John O. Bell, Special Assistant for Mutual Security 
Coordination, Department of State. 

Are these three gentlemen present ? 

Fine, we are glad to have you with us. We have your statements. 
Those statements will be placed in the record in their entirety. 

You may proceed as you see fit, either to read them, summarize 
them, or discuss them. I leave it up to you. 

Mr. Saccio. Mr. Chairman, I should like to read this statement. 

Senator Sparkman. I would be very glad if you would, because 
it gives me an opportunity to know what is in it. 

Mr. Saccto. Thank you, sir. 


STATEMENT OF LEONARD SACCIO, ACTING DIRECTOR, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Saccro. Mr. Chairman and members of the committee, I am 
here this morning to discuss that portion of the mutual security pro- 
gram known as defense support and special assistance. These, as 

ou know, are two categories of economic assistance which are admin- 
istered by the International Cooperation Administration. 

For fiscal year 1960 we are requesting a total of approximately $1.1 
billion for these programs: $835 million for defense support, and 
$271 million for special assistance. The six-volume presentation 
books which we have submitted to the committee provide extensive 
data in support of these requests. The directors of the four ICA 
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regional offices have already appeared before you to testify on the 
programs within their respective areas and answer questions in de- 
tail. Other witnesses have testified on the special programs, such as 
malaria eradication, included in special assistance. I will attempt 
to answer any further questions you may have this morning. 


ECONOMIC NATURE OF DEFENSE SUPPORT AND SPECIAL ASSISTANCE 


This committee is familiar with the general nature of defense sup- 
port and special assistance. It played a major role in establishing 
these types of assistance and has carefully reviewed them annually 
for several years. I would, however, like to say a few things about 
them. 

Both of these aid categories—defense support and special assist- 
ance—provide for what is in fact programed economic assistance fur- 
nished mainly on a grant basis. That this is economic assistance was 
underscored last year when Congress divided the Mutual Security 
Act into two principal chapters—“Military Assistance” and “Eco- 
nomic Assistance”’—and consciously grouped both defense support 
and special assistance in the “Economic Assistance” chapter. 

The distinction between the two—the reason why they have not 
been united in a single category as this committee once recom- 
mended—is not a distinction in the kind of assistance which is pro- 
vided under them. It lies, rather, in the types of countries to which 
they are furnished. 

Senator Sparkman. Mr. Saccio, would you rather you completed 
your statement before we asked questions, or that we ask you ques- 
tions as you go along? 

Mr. Saccio. It is up to the Chair. 

Senator Sparkman. Perhaps it is better to wait, because before 
you complete your statement other members will be here and there- 
fore they will get the benefit of the discussion. 

Mr. Saccro. All right, I will proceed. 

Defense support is provided to 12 countries in which the United 
States has significant military assistance programs. It is provided 
to enable or induce these countries to make specific contributions to 
the free world common defense. These are countries whose continued 
stability and whose continued contributions to the common defense 
are of direct and immediate importance to the security of the United 
States—countries such as Taiwan, Korea, Vietnam, and Turkey. 

Special assistance is economic aid provided to other countries which 
do not have a similar role in free world defense arrangements but 
whose political and economic stability is important to the foreign 
policy objectives of the United States and which in some cases may 
provide critically important military bases to the United States. 
nen are countries such as Morocco, Tunisia, Libya, Jordan, and 

olivia. 


IMPORTANCE OF DEFENSE SUPPORT AND SPECIAL ASSISTANCE 


There is, I think, wide recognition of the important function of 
defense support and special assistance from the standpoint of U.S. 
political et security objectives, although it seems to me there has 
recently been a tendency to take for granted this type of assistance 
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and the vital results it is achieving. An article in the May 9 issue 
of the London Economist, in discussing the various programs con- 
ducted under the Mutual Security Act, offers these observations on 
defense support and special assistance : 

The most important * * *, in the sense that its abolition or severe reduction 
would cause the most immediate damage, is, ironically, both the least under- 
stood and the least susceptible to congressional emasculation. It is a program 
of direct subsidy, in the form of cash or commodity grants, to about 15 countries 
around the world, of which at least 10 would probably have gone under without 
this aid. It is a program of averting chaos, not of improving standards of 
living; of subsidy of the unviable, not of economic development; and it has 
worked exceptionally well. Without it Jordan, Libya, South Korea, South Viet- 
nam, Turkey, Greece, Pakistan, Formosa, Bolivia, Morocco, Tunisia, Laos, and 
Cambodia would almost surely be quite different today. Called “defense sup- 
port” or “special assistance” (depending on whether or not the aided nation 
belongs to an American-backed defense alliance), this program is so overwhelm- 
ingly necessary that Congress has never failed to support it with at least an 
essential minimum of appropriations; the same, fortunately, will probably be 
true again this year and, as a result, the maps will remain the same—for another 
year. 

I have read this quotation not, of course, for its assessment of con- 
gressional attitudes, but for its view as to the importance and the 
accomplishments of these programs. 

What this quotation may not bring out plainly, however, and what 
I think the executive branch may not have brought home clearly 
enough to the public and to Congress, is the vital economic function 


of these two companion categories of aid. 
ECONOMIC FUNCTION OF DEFENSE SUPPORT AND SPECIAL ASSISTANCE 


For some countries defense support or special assistance is abso- 
lutely indispensable to their ‘oiesattine economic survival. For oth- 
ers it is the minimum required to establish or maintain a level of eco- 
nomic activity and a degree of economic stability which can provide 
the necessary foundation for a start toward economic growth. In 
other words, in most cases where this assistance is being furnished it 
is an economic prerequisite to other assistance from sources such as 
the World Bank, the Export-Import Bank, or the Development Loan 
Fund which is directed to specific new projects or programs for devel- 
opment. Without this assistance to such countries, new development 
projects would be built on economic quicksand. 

Let me explain briefly why this is so. Development loans are gen- 
erally directed to specific projects for the construction of new public 
works or new productive plants. There is no doubt that such projects 
are essential to the development of less advanced areas. But they are 
only one element—the additional growth element—in the total for- 
mula for economic progress in those areas. It would be economic non- 
sense to concentrate all our efforts on building new plants and facilities 
in a country while ignoring the fact that there are existing plants in 
the country which need important materials and fuels in order to 


operate; that there are farms which need imported machinery, ferti- 


lizer, and insecticides if they are to increase production above subsist- 
ence levels; that there are private or public Bhojerts already 
underway which need imported equipment or materials if they are 


to be carried forward to completion; that the people of the country 
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have basic consumption requirements which must be met if that society 
is to survive at all, 

These are needs which must be snet if there is to be any economic 
stability and any economic growth. These are needs which many 
countries are unable to meet themselves because they lack the neces- 
sary foreign exchange and the means of acquiring it. These are needs 
which defense support and special assistance are now helping to meet 
in a number of countries. These are needs which must continue to 
be met—from one source or another, in one way or another—if there 
is to be any hope of economic progress which will move these coun- 
tries toward the stage where they can shoulver their own economic 
burdens with decreasing amounts of United States aid and finally 
with no United States aid at all. And these are needs which will con- 
tinue to exist whether or not some of these countries cut back the 
military programs which they have undertaken in performance of 
their roles in free world common defense arrangements. A cutback 
in such military programs might after a period of time—and let me 
stress that it would only be after a period of time—bring some reduc- 
tion in the economic requirements of some of these countries, but in 
most cases at least the bulk of the need would remain and be important 
to us just as it is now, since the underlying economic difficulties would 
still remain. 

In order to bring some of the broad aspects and issues of defense 
support and special assistance into sharper focus, I would like at this 
point to turn my attention to two specific questions which have re- 
cently been raised in discussion of the bill before you. 

First, should Congress decide now that defense support and special 
assistance will be terminated in two or three years? 

Second, should the International Cooperation Administration be 
abolished as an operating entity in the Department of State, with 
a parceling out of [CA’s various programs and responsibilities among 
other entities in the State Department, and among the Defense De- 
partment and other agencies? 


TERMINATION OF DEFENSE SUPPORT AND SPECIAL ASSISTANCE 


Looking first at the proposal for termination of defense support and 
special assistance, I think we should ask at the outset just what 
objective this would be designed to accomplish. Is it intended to cut 
down the total amount of U.S. economic assistance each year by the 
sum of $1 billion or more which is presently provided under defense 
support and special assistance? Or is it intended to leave the total 
amount of U.S. economic assistance at about the present level, but 
to shift the $1 billion or so now appropriated under defense support 
and special assistance over under some different label or heading to 
be used on a loan basis ? 

Some might support this proposal with the object of cutting down 
by $1 billion or so the total amount of economic assistance which the 
United States now provides each year to other countries. Of them 
I can only ask whether anyone could really assert with confidence 
that we can slash our economic aid by this amount without the gravest 
peril to U.S. foreign policy objectives, without threatening collapse 
of some countries heavily dependent on this aid; without undermin- 
ing hopes of economic progress in many more countries; without 
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sreatly strengthening the hand of local totalitarians who offer a 
desperate alternative to economic disaster; without inviting the Soviet 
bloc to move forcefully into the vacuum with offers of economic aid. 
To me the answer is plain. We can no more legislate away the 
problems of this mid-20th century through eliminating assistance to 
these countries than through abolishing appropriations for our Armed 
Forces. 


SHIFTING DEFENSE SUPPORT AND SPECIAL ASSISTANCE TO A BANK-TYPEB 
LOAN PROGRAM 


On the other hand, termination of defense support and special as- 
sistance might be proposed not so much with an eye to reducing total 
U.S. economic assistance as with the idea that there would be com- 
pensatory increases in other types of aid, presumably on a loan basis, 
to keep the total level of U.S. economic assistance about the same. 
In particular, it might be thought that such termination could be 
offset by increases in the resources of banking agencies such as the 
Development Loan Fund. This proposal, in short, might be advanced 
in order to change the label now attached to this kind of assistance, 
convert it to a mandatory loan basis, and change the methods by 
which it is given. 

This line of reasoning raises more complex considerations, and 
some which certainly deserve very serious attention. However, I 
think close analysis reveals that the apparent attractions of this 
approach are illusory, and that this proposal creates far more prob- 
lems than it could solve. 

First, the reasoning behind this proposal tends to disregard the 
crucial function of defense support and special assistance in further- 
ing urgent security and political objectives of the United States. 
Under these categories of aid the United States is able, within limita- 
tions fixed by Congress, to furnish assistance speedily, and on a flex- 
ible basis, as needed to meet requirements determined to be impor- 
tant to U.S. foreign policy objectives. To confine all U.S. economic 
assistance to banking-type institutions could lead only to one of two 
results. It could either greatly restrict this Government’s capacity 
for quick, flexible, and effective action to meet essentially political re- 
quirements. Or, as I think events would soon compel, it could result 
in revamping the operating methods of these banks so that they could 
begin to respond more promptly and flexibly to meet these require- 
ments in the same way that ICA now meets them. 

Second, ICA’s operating methods are, I believe, better suited than 
those of banking-type agencies to meeting many kinds of economic 
requirements with which the United States is confronted in less de- 
veloped areas. 


ADVANTAGES OF ICA’S OPERATING METHODS 


Banking-type agencies generally provide assistance by making in- 
dividual loans for individual projects selected after reviewing the 
particular loan applications which have been submitted to the banks. 
They do not maintain any overseas missions in the less developed areas. 
They normally play the more passive role of the financing agency, 
rather than the more active role of the partner in planning and 
carrying out economic programs. 
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ICA operates differently. 

(a) ICA maintains in each less developed country a mission of 
technicians and economists. These people work jointly and continu- 
ously with representatives of the country in the planning and execu- 
tion of an integrated program. This normally includes joint effort 
in identifying the highest priority needs of the country; in consider- 
ing how those needs can best be met from the country’s own resources, 
from other external sources, and from available U.S. aid funds, so 
as to achieve maximum effective use of all resources; in reviewing 
and evaluating specific aid proposals; in guiding and supervising the 
execution of aid projects and programs, and in checking and evaluat- 
ing the results. In other words, ICA is in on the ground in these 
less developed areas playing an active role in jointly planning aid ac- 
tivities and in assisting and overseeing their execution. ‘Technical 
cooperation is usually the core of the ICA program in a country. 

(b) ICA normally plans with the recipient countries in terms of a 
tentative overall amount of aid for a year. This means that ICA 
has a consolidated aid package to give it maximum bargaining weight 
in negotiating with the other country to obtain its contribution to the 
joint program and to persuade the country to take actions needed to 
put its economic house in order. To my mind the long-run success 
of our economic programs may depend as much on our ability to per- 
suade recipient countries to take and carry out economically sound 
but politically difficult decisions as it does on the amount of direct 
aid we furnish them. For this reason we try to put ourselves in as 
strong a position as we can to bargain and persuade to obtain such 
action. aving a consolidated package, rather than giving aid in 
fragments, serves this purpose. 

(c) ICA is not restricted to a single technique for giving aid, but 
may provide economic assistance in various forms depending on the 
specific needs and objectives in each particular situation. Often, as 
I have indicated, a country’s most pressing need may not be for the 
construction of new projects but for imports of materials to keep 
its factories running, equipment to improve its farms, food, clothin 
or medicine to meet the basic needs of its people. ICA, through de- 
fense support and special assistance, can meet these needs. Banking 
agencies like the DLF normally do not. 

Sometimes a country’s most critical economic need is for backup 
exchange to stabilize its currency, or assistance to cover essential ele- 
ments in the country’s budget. ICA can meet these needs. Banking 
agencies normally do not. 

Often the best use of ICA aid funds, within an agreed level of aid, 
is for specific projects such as roads, hydroelectric dams or manufac- 
turing plants which contribute to stabilizing and strengthening its 
economy. ICA also provides such assistance. 

And ICA can provide assistance on either a grant or a loan basis, 
emphasizing loans wherever feasible. 

In brief, ICA has, and is experienced in using, a wide variety of 
economic tools to deal with the widely varying needs and problems 
encountered in such diverse situations as, for example, Turkey, Indo- 
nesia, Spain, Bolivia, the Philippines, Pakistan, Cambodia, and 
Tunisia. 
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Third, to place all defense support and special assistance on a loan 
basis would seriously damage the confidence of Congress and the 
United States public generally in the appropriate roles for loan assist- 
ance. If the assistance to Korea, Vietnam, Jordan, and a number of 
other countries were to be put solely on a loan basis, there would be 
no remotely defensible justification for expecting meaningful repay- 
ment. As this became apparent to the public of the United States it 
would seriously erode if not completely shatter the vital loan mechan- 
jsms properly created for help to developing countries such as India. 

In addition, I believe your committee has begun to examine the 
foreign policy implications of the United States rapidly coming into 
ownership of increasing amounts of foreign currency through various 

rograms now underway. You have indicated that you want to look 
into this matter further during these hearings. Under these circum- 
stances it may make sense not to place additional U.S. assistance on a 
mandatory loan basis until we have a more definitive judgment as to 
the value to the United States of foreign currencies derived from 
additional loans, as to the economic effect on other countries of an 
additional local currency debt burden, and as to the full political 
implications of increased U.S. holdings of currencies of other countries. 


PROPOSAL TO ABOLISH ICA 


The second question I would like to discuss is whether the inter- 
national Cooperation Administration should be abolished as an op- 
erating entity within the Department of State, where it is now, par- 
celing its programs out among other parts of the State Department 
and among the Defense Department and various other agencies. As 
you know, these programs include not only special assistance and de- 
fense support, but also the technical cooperation program, the invest- 
ment guaranty program, the malaria eradication program, the pro- 
gram of foreign currency loans and grants under Public Law 480, and 
the program for grants of surplus foods to relieve disaster and other 
urgent relief requirements. In turning to consider this issue, I am 
sure you know that ICA is already a part of the State Department 
and is subject to the supervision and direction of Secretary Herter 
and Under Secretary Dillon. 


EFFECT ABOLISHING ICA WOULD HAVE ON AID PROGRAM PERSON NEL 


As in the case of the previous question I think we must start out 
here too by asking ourselves what this proposal is intended to ac- 
complish. Is it designed to save money by firing most or all of ICA’s 
employees without hiring replacements in other agencies to do the 
same work? Or is it intended that we would retain our personnel 
and have them continue doing their present work, but te merge them 
in some way into other parts of the State Department structure and 
get rid of the separate organizational entity known as ICA. 

I must state very frankly that in my judgment it would be illusory 
to suggest that by abolishing ICA, or by some other organizational 
adjustment, we can significantly reduce the number of people working 
on the ICA programs without damaging the effectiveness of U.S. pro- 
grams abroad. Our principal administrative problem right now, as 
others have pointed out, is to get more qualified people into this over- 
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seas mutual security work, not to have any broadside dismissal of our 
employees. 

In the first place, as the committee knows, more than 75 percent of 
our employees are technicians working in the point 4 program—agri- 
cultural extension specialists, livestock experts, public health doctors, 
vocational education experts, engineers and the like. The State De- 
pease simply doesn’t have this type of person on its rolls. It has 

een a long, hard process to build up the corps of technicians which 
we now have on board and which has acquired, in addition to their 
technical skills, experience in the special problems of working in these 
cooperative programs in less developed countries. Any dismantling 
of this corps of technicians would mean an irreparable setback to our 
technical cooperation program and to the overall development effort 
of the United States. 

In addition to our technicians, most of the rest of our staff is made 
up of people who are performing tasks which have no real counter- 
part on the State Department rolls—people who by now have ac- 
quired special knowledge and skills which it would take years to 
replace. This includes such people as those who arrange the com- 
mercial financing for our commodity import programs; those who 
conduct our price evaluations and check compliance with our pro- 
curement requirements set forth in ICA regulation 1; people who 
have specialized training and experience in economic development 
planning for less developed areas; experts in investment guaranties; 
and many others. 

Finally, there is a relatively small portion of our total staff which 
carries job classifications comparable to positions in the State De- 
partment. But this doesn’t mean that by merging the ICA staff into 
the State Department we can eliminate the need for any significant 
number of these people. Combining two separate units into a single 
larger unit obviously would not, for example, eliminate the need 
for half of the secretaries. For a merger will not in any way change 
the volume or complexity of the work required to carry out these 
programs effectively. 

As we have previously advised the committee, ICA and State have 
continued to study the possibilities of combining parallel staffs where 
it was felt that this could be done effectively and would promote bet- 
ter operations. In several instances we have effected such mergers, 
and one or two more may be possible in the near future. Having 
explored this matter thoroughly, it is my judgment that abolishing 
ICA could not lead to any substantial increase in such unit mergers 
except at the expense of operating effectiveness. 


QUALITY OF ICA ADMINISTRATION 


If merging ICA into other parts of the State Department and into 
other agencies won’t result in wholesale a of ICA employees, then 
it is not clear just what the proposal is intended to accomplish. Some 
may be inclined to support such a proposal because of concern over 
the quality of administration of ICA programs, and some vague sense 
that maybe some reshuffling of organizational arrangements will pro- 
vide a simple and painless solution to the problem. 
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As to the quality of the job ICA is doing in administering its 
responsibilities, I would like to state my own conclusions briefly and 
directly. 

First, I think that overall ICA has done a highly creditable job of 
administering its large, diverse, complex, and farflung responsibili- 
ties. The quality of its administration is steadily improving. The 
ICA staff is on the whole comprised of competent and highly dedi- 
cated people. And I think the staff is steadily improving in caliber 
as a result of intensive recruitment efforts and of the experience we 
are gaining as we pioneer in this new kind of work. 


MEETING DEFICIENCIES IN ADMINISTRATION 


At the same time there have been some serious deficiencies and 
errors in our administration—particularly during the period when 
we had just shifted from the Marshall plan into the greatly expanded 
programs in the underdeveloped areas of the world—programs which 
called for new aid techniques and confronted us with strange and 
difficult problems. And I think in some cases in the past we may 
have been reluctant to accept criticism—since it arose at times when 
it seemed that any blunder we made was worth a headline whereas 
our far more numerous successes received little or no attention, and 
when at times it seemed that criticism was leveled at us more to bring 
about the downfall of the program than to strengthen it. 

One point I would like to bring home to the committee above all 
others is this: We in ICA are not sitting back self-contented with the 
way we are doing business, blind to our shortcomings, and deaf to 
constructive suggestions offered by others. Nothing could be further 
from the truth. We are keenly aware of the importance and the 
difficulty of the job we are doing and of the fact that intense and con- 
stant effort is needed to improve our performance. With this in mind 
we have set up, as you know, a special evaluation unit in the Director’s 
office with the full-time assignment of evaluating in depth our pro- 

rams in various countries. We also have established a system of 
internal audits which has produced what I think are very impressive 
results. During fiscal years 1956 through 1958, the internal audit staff 
reviewed the program in some 50 countries and offered some 1,113 
recommendations. Of these, action has been completed on 1,074 to 
bring about improvements in our operations and in our financial 
and management practices. Action is now in process on another 32, 
while 7 recommendations have been withdrawn. 

I also want to stress that we welcome constructive criticisms and 
suggestions designed to improve our performance and increase the 
effectiveness of our programs. For example, largely as a result of a 
study conducted by the House Foreign Affairs Committee of our 
projects in several countries, we have just instituted some major 
changes in our procedures for project assistance which are designed 
to reduce the risk of premature obligations of funds for projects, and 
to bring about more rapid implementation of projects once they have 
been agreed upon. 

In welcoming suggestions from others, I think we in turn have a 
right to ask those who pass judgment on our performance to approach 
this task with an open mind; to judge our performance on an overall 
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basis and not in terms of a few incidents which make headlines; and 
to do so with a realization of the dimensions and difficulties of the 
job we are trying to do to the very best of our ability. 


EFFECT OF ORGANIZATIONAL UPHEAVALS 


Assuming the committee is concerned with ways of improving ad- 
ministration, I frankly do not see how merging ICA completely into 
the other parts of the State Department would in any way serve to 
further that objective. 

Some may feel that rearranging organizational charts is a fairly 
harmless way of expressing concern about a situation which is 
troubling people at the moment but where there doesn’t appear to be 
any clear and decisive solution. As you know, we have considerable 
familiarity with organizational experiments under the mutual se- 
curity program, having gone through at least four or five of them 
during the 11-year-life of the program. What I think we often fail 
to realize is the heavy price we pay for these experiments. 

For one thing, it should be recognized that the frequent widely 
publicized proposals to abolish ICA are one of the most serious causes 
of difficulty in our efforts to recruit better qualified people for this 
program and to hold the people already on our rolls. It is hard 
enough as it is to find people with both the technical skills and the 
adaptability and language abilities to meet our requirements, and 
then to persuade these people to leave their homes and their present 
careers and, for our modest Government salaries, move themselves 
and their families to some distant and perhaps hazardous post in 
an underdeveloped land. To ask them todo so in the face of repeated 
proposals to abolish the agency that wants to hire them is obviously 
still more difficult. 

In addition to hindering recruitment and retention of qualified 
people, these periodic organizational upheavals inevitably produce 
a slowing down and an impairment of efficiency until the new organi- 
zational arrangement has gone through a shakedown. We have had 
enough shakedowns in our business to know that the cost during 
transition is a large one in terms of program effectiveness and in 
terms of money and manpower. 


PRESENT ARRANGEMENT FOR PROGRAM COORDINATION 


There is one other point which should be mentioned in connection 
with this proposal for merger. We find that decisions are reached 
under the present organizational arrangement through a balancing of 
the political considerations which are often emphasized by the State 
Department and the economic considerations which are stressed 
by ICA. To merge ICA more completely into the Department 
could upset what I think is a healthy balance, and _ possibly 
tend to submerge the kind of concern with careful administration 
and achievement of durable economic results which ICA normally 
emphasizes in this decision-making process. 

Having lived through several organizational arrangements, T feel 
that at present the arrangement for coordination which is now in 
effect is as good if not better than any of the others which were con- 
trived. I think it should be given a full trial run before there is 
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consideration as to whether further change is needed. One thing 
I do feel most strongly about this: It would be a serious setback if 
responsibility for various interrelated programs which is now centered 
in ICA were to be disbursed among a number of different agencies. 
Personally, I believe that if anything we should be looking, rather, 
toward a more closely integrated organization of U.S. overseas eco- 
nomic activities including grants, loans, agricultural surplus pro- 
grams, technical assistance, and other related activities. 

Senator Sparkman. Thank you, Mr. Saccio. 

What is your thought regarding the testimony of Mr. Bell and Mr. 
Grant? Should it come now before we question, or should we stop 
and question you ? 

Mr. Saccio. Well, I am so much concerned about the two basic 
questions that I have addressed myself to, I would like you to ques- 
tion me now. 

Senator Sparkman. I wish very much that Senator Mansfield were 
here. He has, as you know, raised the point rather definitely and 
specifically that you covered. He is due to be here, although he told 
us he would be late. 

Mr. Bell, you are Special Assistant for Mutual Security Coordina- 
tion, State Department and ICA; is that right ? 

Mr. Betx. I am Special Assistant to Mr. Dillon with responsibility 
as his principal staff assistant of coordination of the military, eco- 
nomic, and military aspects of the program. 

Senator SparKMAN. Yes. Mr. Grant, your work is in programing? 

Mr. Grant. As Deputy Director for Program and Planning for 
the International Cooperation Administration. 

Senator Sparkman. If there is no objection, I should think it 
would be well to proceed with their statements, Senator Lausche and 
Senator Carlson. 

Will one of you go ahead with your statement. 

Mr. Grant. Yes, sir. 


STATEMENT OF JAMES P. GRANT, DEPUTY DIRECTOR FOR PRO- 
GRAM AND PLANNING, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION 


Mr. Grant. Mr. Chairman, I have a statement here which, with 
your permission, I will read excerpts from. 

Senator Sparkman. That will be very good. The whole state- 
ment will be printed. 

Mr. Grant. Thank you. 

It is a privilege to have the opportunity to appear before this 
committee again. I will be talking about the U.S. else technical 
cooperation programs. 

Senator SparkMAN. Let me ask you right now: Is that point 4? 

Mr. Grant. That is point 4. 

Senator SparkMAN. Fine. You use all these fancy titles and it gets 
a little confusing sometimes. I still think of it as point 4. 

Mr. Grant. As do many people both here and abroad. 

Senator SparkMan. I think most of the people in countries abroad 
think of it that way. 

Mr. Grant. In very many countries. 
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Senator Sparkman. I have heard some of them call it the four 
point program. 

Mr. Grant. The request for the fiscal year 1960 bilateral technical 
cooperation program is for the authorization and appropriation of 
$179.5 million, an increase of approximately 20 percent over the bi- 
lateral technical cooperation program for fiscal year 1959. I will 
restrict my comments to the U.S, technical cooperation program un- 
dertaken on a joint basis since the additional $31.5 million requested 
for the multilateral programs in fiscal year 1960 has been covered by 
the statement of another person. 


EFFECTIVENESS OF TECHNICAL COOPERATION PROGRAM 


Before giving a summary of the fiscal year 1960 program and the 
reasons for our conclusion that it can be effectively implemented on 
an expanded basis, I will make some general observations on the tech- 
nical cooperation program which now operates in 49 countries and 
9 territories. 

Any informed review of the results and experience of the world- 
wide technical cooperation program over the past 10 years indicates 
clearly that this is, and has been, one of the most effective overseas pro- 
grams ever initiated by any country. Its costs are relatively modest 
and its present and eventual returns are great. 

This does not mean that the program could not have been even more 
effective if we had started with our present degree of knowledge in 
this field. It has been a pioneering program and people have had to 
be trained and policies developed in considerable part from our field 
experience. 

Given the clearly established major need for this program over at 
least the next decade, it is extremely important as areas for improve- 
ment of the program are identified that they be dealt with promptly 
and constructively. The additional $8 million authorized by Con- 
gress last year for strengthening parts of the technical cooperation 
program was certainly in this vein and consistent with the old proverb, 
“Tt is better to light a candle than to curse the darkness.” 

Senator Sparkman. Mr. Grant, before you leave page 2, I want to 
suggest to my colleagues that they particularly read the middle para- 
graph of the page detailing your own personal experiences. I rather 
liked this statement : 

I am personally convinced that technical cooperation was one of our best in- 
vestments 10 years ago, a better investment today, and should be an even sub- 
stantially better investment 5 years from now. 

I think that is a rather significant statement, a strong endorse- 
ment—— 

Mr. Grant. My personal statement—— 

Senator Sparkman. As a result of your own personal work with it. 
You have been engaged in this work since 1948 ? 

Mr. Grant. Yes, sir. 

Senator SparKMAN. A great part of that in the field? 

Mr. Grant. Well, when I returned to Washington last summer was 
the first time I worked for this program in the United States. 

Senator Sparkman. I last saw you here the other day, but I saw you 
before that in Ceylon where you were head of the mission, were you 
not ¢ 
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Mr. Grant. That is right. 

Many general principles have been developed or confirmed out of 
our experience over the past 10 years. It might be of interest to the 
committee if a few of these were summarized. 


NECESSITY OF ADAPTING KNOW-HOW TO NEEDS OF COUNTRIES 


First, it has become clear that a fundamental principle is the need 
to adapt institutions and know-how, which we have developed for our 
own use, when these are transferred for use by other countries rather 
than to blindly adopt, in their entirety, institutions and practices 
which have been successful in the United States and Western Europe. 

Two simple illustrations might suffice, starting with the field of 
health. We have developed one of the finest health systems in the 
world in the United States, but the combined costs on a per capita 
basis of our public health and medical care exceeds the total per capita 
income of, for example, the average Asian. It would be completely 
unrealistic, therefore, to say that an Asian country should adopt 
exactly the same approach in this field that we have, since they probably 
cannot afford more than 5 percent of their per capita income for 
such purposes, or some $3 or $4 annually. 

Thus, an Asian country in which I have been recently has raised 
its life expectancy to approximately 60 years, as compared to 70 in 
this country, and approximately 35 in India. This was done on a 
per capita expenditure of less than $4 by dint of taking the basic 
principles of western developed knowledge and making major adapta- 
tions in the field of bringing health services to the people. 

Another illustration of the difliculty of adopting wholesale a tech- 
nique that works in the United States is the case of the common 
shovel. In much of South Asia, the digging spade is virtually un- 
known. Digging is done with a broadblade hoe. Though this is 
done with dexterity, it remains an awkward process in many cireum- 
stances. Surely, it would seem the simple substitution of the spade 
would greatly increase productivity, but it turns out that the ordinary 
digging spade cannot be used with bare feet, and that if the spade 
is constructed with a broad blade across the top, upon which the 
bare foot can press, then dirt sticks to it and the spade will not re- 
lease its load. 

Thus, even the simple spade cannot be easily adopted by a barefoot 
society. 


NECESSITY OF COOPERATION BETWEEN U.S. AND HOST COUNTRY 
TECHNICIANS 


A second principle is that successful technical cooperation can take 
place only if there is rapport and mutual respect on the part of the 
United States and the host country technicians. It is not enough 
for a technician to be topnotch from a professional point of view; 
that is, knowing his technical subject thoroughly. He must be able 
to deal with and recognize the sensitivities of other peoples. A most 
important part of this is that the technician should recognize that 
he probably does not bring with him the final answer as to the solu- 
tion of any particular problem in a foreign country. What he does 
bring is the extensive experience of other lands and a pragmatic 
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rather than a doctrinaire approach to the solution of a p1 an 
approach which is most noticeably found in American technicians— 
and that these must be combined with a detailed knowledge of the 
needs and situation in the country concerned. This is usually the 
sound approach not only technically but also psychologically. 

I heard Prime Minister Nehru put his finger on this problem in an 
informal and friendly talk to a group of ICA technicians, where 


he said: 


If you are convinced that what you are telling is a final truth (from your 
point of view), and the other fellow doesn’t know, I don’t think you’ll get much 
reception from your teaching, however convinced you might be of it. The other 
mind will be closed almost before you have got on with your argument. 


TECHNICAL COOPERATION SHOULD START WITH THE “FELT” NEEDS 


A third principle is that technical cooperation usually should start 
with those activities that are most important to the people with whom 
we work, Or, to use common parlance, start with the “felt” needs, 
Thus, if a health technician is asked to advise a country generally 
on health, he will generally make much greater and enduring progress 
if he starts helping the foreign technicians meet those needs which 
they understand and feel to be most urgent, even though there may 
be other items which, from a medical viewpoint, might be of higher 
priority. The latter can be attacked when that rapport has been 
established with the local people through helping them in their “felt” 
needs. 

Senator SparKMAN. I wonder if you might just illustrate that. 

Mr. Grant. Well, the first time I observed this was in south China, 
and there we were trying to get their cooperation in a malaria control 
program. Well, they didn’t really understand this indirect public 
health measure of spraying, opening up their houses to allow the 
spraying to take place. 

What the people were interested in there was some direct help, so 
you started out in these areas with a few small clinics, and this 
developed the confidence of the local people, and then completely 
opened them to a whole series of other actions which they were not 
willing to take until some kind of confidence and rapport was 
established. 

Senator SparKMAN. Thank you. 


IMPORTANCE OF DEVELOPING INSTITUTIONAL DEVICES FOR SOLVING 
PROBLEMS OF COUNTRY 


Mr. Grant. A fourth basic principle is the importance of develop- 
ing institutional or related devices for solving problems in these coun- 
tries. If we are to attempt to send American doctors to cure the 
peoples of Asia directly, or agricultural extension agents to demon- 
strate improved prac tices to the villagers themselves—this probably 
would be worthwhile in itself, but how infinitely better the prospects 
of solving the problems of the country if our technicians concentrated 
on making possible the establishment of medical schools or agricultural 
extension systems which in turn are the basis of training thousands 
of local doctors and agricultural technicians who in turn bring the 
new techniques and knowledge directly to the villagers. 
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This is certainly the only way in which it is possible to visualize 
a particular technical cooperation program coined itself out of a 
job. I do not mean to derogate in any way from the contributions 
made by American technicians working directly with the public, 
but in terms of use of U.S. Government funds to solve development 
problems abroad, the general rule should be to build other institutions 
and train local nationals to actually bring the benefits to their public 
as a whole. 
INTRODUCTION OF NEW IDEAS TAKES TIME 


Another basic principle is that the introduction of new ideas and 
techniques takes time, patience, and quiet persistence. If a reason- 
ably efficient agricultural extension system can be developed from 
scratch in a country in 10 years, this is really significant progress—and 
we are accomplishing it in many countries. Only very rarely can it 
be done in a shorter period, and usually longer is required. Our tech- 
nicians now generally recognize that 1t may take more than one suc- 
cessful demonstration to prove a point to the stage where it has won 
general rather than only limited acceptance. 

Related to this is the point that the foreign technicians must learn 
to solve the problems themselves if there is to be enduring benefit from 
technical cooperation. Whenever possible, we limit the role of Amer- 
ican technicians to advisory roles. It is far easier, and physical prog- 
ress is far quicker, when the American technician actually has opera- 
tional responsibility. But in such cases there is usually far less to 
show several years after the departure of the American technician 
than where the American has been limited to an advisory role and has 
helped the foreign technician to think through answers for himself. 
It is the difference between learning by doing and learning by passive 
listening or observation. 


NEED FOR CLOSE RELATIONSHIP BETWEEN TECHNICAL COOPERATION AND 
OTHER ASSISTANCE 


A final principle which I wish to describe is the need not only for 
total programing for technical cooperation in a particular country 
but also for a close relationship between technical cooperation and 
other forms of assistance. With respect to the former, a basic concept 
at the outset of the programs in Latin America and of the point 4 
program elsewhere, was that there would be largely autonomous tech- 
nical groups in health, agriculture, education, et cetera, operating in 
the country. The experience of the past 10 years has clearly indicated 
the need for the integrated approach which is now followed. 

Thus, to take a simple but basic example, if one country has a 
health program which is among the best in underdeveloped areas but 
agricultural and industrial productivity is among the lowest and 
without signs of improvement, it is clear that from both the host 
country’s viewpoint and ours that the use of our resources in the 
country should be directed primarily toward solving the most urgent 
problem. Otherwise, there may be a constantly increasing population 
and a declining standard of living. This approach then permits con- 
centration of relatively scarce health specialists in those countries 
where the health problem is more urgent. Similarly, technical assist- 
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ance and both external capital assistance and U.S. controlled local 
currency frequently can be far more effectively utilized if these ele- 
ments are closely coordinated. Thus, if a highway system or a na- 
tional community development program is identified as an urgent 
necessity, the coordinated programing of the technical assistance with 
the capital assistance often results in a more satisfactory end-product 
than if either is provided alone. 


REQUEST FOR INCREASED REGIONAL AND COUNTRY PROGRAMS 


The International Cooperation Administration’s regional directors 
have presented testimony on the accomplishments of the technical 
cooperation program, and on the justification for the $154.7 million 
programed on a country and regional basis for fiscal year 1960. This 
represents a $26.8 million increase over fiscal year 1959. Coincident- 
ally, approximately one-third of this increase is for continental Africa 
including the Sudan, one-third for Latin America, and one-third for 
Asia. However, since the newly developing programs in Africa are 
still fewer and smaller than those in Asia and Latin America, this 
represents an increase in funds of nearly 60 percent for continental 
Africa as compared with an increase of approximately 10 percent for 
Asia. 


INTER-REGIONAL EXPENSES 


In addition to the programs described in the regional presentations, 
there are inter-regional program expenses of $24.9 million requested 
for fiscal year 1960. This represents an increase of approximately $4 
million over the amount for fiscal year 1959. They provide, in general, 
for the costs of necessary supplementary and technical backstopping 
services which it is not practical or economical from an accounting 
standpoint to charge directly to individual country or regional assist- 
ance funds. Funds requested for these expenses are closely related 
to the number of participants, the work of our overseas technicians and 
their training, including language training, and other activities for 
which technical backstopping must be provided as a result of the tech- 
nical cooperation and other ICA programs currently operating abroad. 
These costs cannot be reduced significantly without proportional ad- 
justments in the country and regional programs which they serve. 


EXPANSION OF PROGRAM 


The question of the “right size” of the technical cooperation pro- 
gram iscomplex. Measured in terms of the needs of the less-developed 
countries for this kind of assistance, the program is far too small. Its 
costs are modest relative to other major types of assistance under the 
mutual security program, and its eventual returns great. 

On the other hand, as is now widely recognized, there are major 
limitations on the rate at which technical assistance can be effectively 
applied and absorbed. It is not a commodity which can be ordered 
out by the boatload to fill a measured need. The rate at which it can 
be effectively applied is limited both by the ability of the United 
States to provide the skilled personnel to carry it out and by the ability 
of the various foreign countries to absorb and make effective use of the 
assistance which they have requested. It is believed that both these 
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limitations have been reduced sufficiently during this year to permit 
a considerable expansion in fiscal year 1960. If need and the requests 
from the foreign countries were the exclusive criteria, we would have 
proposed a much larger program. However, the programs suggested 
by the need and country 1 requests have been dr astically tailored down- 
ward in the program now before the committee by the application of 
quality controls in the process of advance programing, initially in our 
field missions and, later, in Washington. Our single greatest restric- 
tion has been our capability for recruitment of qualified personnel for 
the total program. 

At the outset, it should be noted that implementation, both quanti- 
tatively and qualitatively of the fiscal year 1959 program is substan- 
tially ahead of where we were last year at this time with a considerably 
smaller program. 


STRENGTHENED RECRUITMENT AND PERSONNEL TRAINING PROCEDURES 


The “U.S.-employed technician” component is proposed to increase 
by 14 percent, $6.8 million. On the basis of the experience to date in 
faad year 1959 under the revised and strengthened recruitment and 
personnel training procedures which were supported by this commit- 
tee last year, we are reasonably confident that the fiscal year 1960 
goals can be effectively reached. Progress has been made both quali- 
tatively and quantits tively under these revised procedures. There has 
been a net addition in fiscal year 1959 of 265 technicians overseas up 
to March 31, 1959, compared with a net addition of 36 for the com- 
parable period last year. During the period July 1, 1958, through 
March 31, 1959, intensive prearrival language training was given ‘to 

1384 ICA employees and 38 dependents, and as of March 31, 1959, 1,008 
employees and 297 dependents were enrolled in overseas classes, a. sub- 
stantial increase over our record last year. 

This, then, is the summary of the 1960 bilateral technical coopera- 
tion program, and of the principal reasons for our confidence in the 
ability of the United States to implement the program effectively. 

(The complete prepared statement of Mr. Gen is as follows:) 


STATEMENT BY JAMES P. GRANT, DEPUTY DIRECTOR FOR PROGRAM AND PLAN- 
NING, INTERNATIONAL COOPERATION ADMINISTRATION 


UNITED STATES BILATERAL TECHNICAL COOPERATION SUMMARY 


The request for the fiscal year 1960 bilateral technical cooperation program is 
for the authorization and appropriation of $179.5 million, an increase of approxi- 
mately 20 percent over the bilateral technical cooperation program for fiscal year 
1959. I will restrict my comments to the U.S. technical cooperation program 
undertaken on a joint basis since the additional $31.5 million requested for the 
multilateral programs in fiscal year 1960 has been covered by the statement of an 
earlier witness. 

Before giving a summary of the fiscal year 1960 program and the reasons 
for our conclusion that it can be effectively implemented on an expanded basis, 
I will make some general observations on the technical cooperation program 
which now operates in 49 countries and 9 territories. 

References to the value of outside technical assistance to developing countries 
can be found throughout recorded history. More than a century ago, a distin- 
guished leader of a new and promising, but very underdeveloped country gave a 
classic explanation of the basic idea of technical cooperation. He wrote: 

“In an infant country like ours we must much depend for improvement on the 
science of other countries, longer established, possessing better means, and more 
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advanced than we are. To prohibit us from the benefit of foreign light is to 
consign us to long darkness.” 
The name of this leader was Thomas Jefferson. The date was 1820. 


EFFECTIVENESS OF TECHNICAL COOPERATION PROGRAM 


Any informed review of the results and experience of the worldwide technical 
cooperation program over the past 10 years indicates clearly that this is, and has 
been, one of the most effective overseas programs ever initiated by any country. 
Its costs are relatively modest and its present and eventual returns as great. 

This does not mean that the program could not have been even more effective 
if we had started with our present degree of knowledge in this field. It has 
been a pioneering program and people have had to be trained and policies 
developed in considerable part from our field experience. On the basis of my 
own personal experience overseas with technical cooperation, starting with my 
association with the Joint Commission on Rural Reconstruction (JCRR) in 
China in 1948, and closing with my recent assignment as director of our mission 
in Ceylon, with intervening detailed observation of and experience with our 
technical cooperation programs in India, Nepal and Afghanistan, I am per- 
sonally convinced that technical cooperation was one of our best investments 
10 years ago, a better investment today, and should be an even substantially 
better investment 5 years from now. Our agricultural extension program in the 
United States has always been a good investment, but even here it has taken 
the United States many decades to develop the program to the present stage of 
efficiency. Events and refinement of experience move much more rapidly today, 
but this is a good illustration of the value of constant review and constructive 
criticism on the basis of experience. 

Given the clearly established major need for this program over at least the 
next decade, it is extremely important as areas for improvement of the program 
are identified that they be dealt with promptly and constructively. The addi- 
tional $8 million authorized by Congress last year for strengthening parts of the 
technical cooperation program was certainly in this vein and consistent with the 
old proverb, “It is better to light a candle than to curse the darkness.” 

Many general principles have been developed or confirmed out of our experience 
over the past 10 years. It might be of interest to the committee if a few of these 
were summarized. 


NECESSITY OF ADAPTING KNOW-HOW TO NEEDS OF COUNTRIES 


First, it has become clear that a fundamental principle is the need to adapt 
institutions and know-how, which we have developed for our own use, when these 
are tranferred for use by other countries rather than to blindly adopt, in their 
entirety, institutions and practices which have been successful in the United 
States and Western Europe. 

Two simple illustrations might suffice, starting with the field of health. We 
have developed one of the finest health systems in the world in the United 
States, but the combined costs on a per capita basis of our public health 
and medical care exceeds the total per capita income of, for example, the 
average Asian. It would be completely unrealistic, therefore, to say that an 
Asian country should adopt exactly the same approach in this field that we have, 
since they probably cannot afford more than 5 percent of their per capita income 
for such purposes, or some $3 or $4 annually. Thus, an Asian country in 
which I have been recently has raised its life expectancy to approximately 60 
years, as compared to 70 in this country, and approximately 35 in India. This 
was done on a per capita expenditure of less than $4 by dint of taking the 
basic principles of western developed knowledge and making major adapta- 
tions in the field of bringing health services to the people. 

Another illustration of the difficulty of adopting wholesale a technique that 
works in the United States is the case of the common shovel. In much of 
South Asia, the digging spade is virtually unknown. Digging is done with a 
broad-bladed hoe. Though this is done with dexterity, it remains an awkward 
process in many circumstances. Surely, it would seem the simple substitution 
of the spade would greatly increase productivity, but it turns out that the 
ordinary digging spade cannot be used with bare feet, and that if the spade 
is constructed with a broad blade across the top, upon which the bare foot can 
press, then dirt sticks to it and the spade will not release its load. Thus, even 
the simple spade cannot be easily adopted by a barefoot society. 
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A separate but related point we have learned is that a variety of program- 
ing relationships are required for technical assistance, depending on the coun- 
try involved. An approach generally similar to the Latin American servicio 
approach may be most effective in Nepal, but quite unsatisfactory for India. 
Our own programing of technical cooperation must be flexible and responsive 
to the situation in the country being assisted. 


NECESSITY OF COOPERATION BETWEEN U.S. AND HOST COUNTRY TECHNICIANS 


A second principle is that successful technical cooperation can take place 
only if there is rapport and mutual respect on the part of the United States 
and the host country technicians. It is not enough for a technician to be top- 
notch from a professional point of view; that is, knowing his technical subject 
thoroughly. He must be able to deal with and recognize the sensitivities 
of other peoples. A most important part of this is that the technician should 
recognize that he probably does not bring with him the final answer as to the 
solution of a particular problem in a foreign country. What he does bring is 
the extensive experience of other lands and a pragmatic rather than a doc- 
trinaire approach to the solution of a problem—an approach which is most 
noticeably found in American technicians—and that these must be combined with 
a detailed knowledge of the needs and situation in the country concerned. This 
is usually the sound approach not only technically but also psychologically. I 
heard Prime Minister Nehru put his finger on this problem in an informal and 
friendly talk to a group of ICA technicians, where he said: 

“Tf you are convinced that what you are telling is a final truth (from your 
point of view), and the other fellow doesn’t know, I don’t think you’ll get much 
rece} tion from your teaching, however convinced you might be of it. The 
other mind will be closed almost before you have got on with your argument.” 


TECHNICAL COOPERATION SHOULD START WITH THE “FELT”? NEEDS 


A third principle is that technical cooperation usually should start with 
those activities that are most important to the people with whom we work. Or, 
to use common parlance, start with the “felt” needs. Thus, if a health tech- 
nician is asked to advise a country generally on health, he will generally 
make much greater and enduring progress if he starts helping the foreign 
technicians meet those needs which they understand and feel to be most urgent, 
even though there may be other items which, from a medical viewpoint, might 
be of higher priority. The latter can be attacked when that rapport has been 
established with the local people through helping them in their ‘felt’ needs. 


IMPORTANCE OF DEVELOPING INSTITUTIONAL DEVICES FOR SOLVING PROBLEMS 
OF COUNTRY 


A fourth basic principle is the importance of developing institutional or re- 
lated devices for solving problems in these countries. If we are to attempt 
to send American doctors to cure the peoples of Asia directly, or agricultural 
extension agents to demonstrate improved practices to the villagers them-- 
selves—this probably would be worthwhile in itself, but how infinitely better the 
prospects of solving the problems of the country if our technicians concentrated 
on making possible the establishment of medical schools or agricultural ex- 
tension systems which in turn are the basis of training thousands of local 
doctors and agricultural technicians to bring the new techniques and knowledge 
directly to the villagers. This is certainly the only way in which it is possible 
to visualize a particular technical cooperation program working itself out of 
a job. I do not mean to derogate in any way from the contributions made by 
American technicians working directly with the public, but in terms of use of 
U.S. Government funds to solve development problems abroad, the general rule 
should be to build other institutions and train local nationals to actually bring 
the benefits to their public as a whole. 


INTRODUCTION OF NEW IDEAS TAKES TIME 


Another basic principle is that the introduction of new ideas and techniques 
takes time, patience, and quiet persistence. If a reasonably efficient agricul- 
tural extension system can be developed from scratch in a country in 10 years, 
this is really significant progress and we are accomplishing it in many countries. 
Only very rarely can it be done in a shorter period, and usually longer is re- 
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quired. Our technicians now generally recognize that it may take more than 
one successful demonstration to prove a point to the stage where it has won 
general rather than only limited acceptance. 

Related to this is the point that the foreign technicians must learn to solve 
the problems themselves if there is to be enduring benefit from technical co- 
operation. Whenever possible, we limit the role of American technicians to 
advisory roles. It is far easier, and physical progress is far quicker, when the 
American technician actually has operational responsibility. But in such cases 
there is usually far less to show several years after the departure of the Amer- 
ican technician than where the American has been'limited to an advisory role 
and has helped the foreign technician to think through answers for himself. 
It is the difference between learning by doing and learning by passive listening. 

A final principle which I wish to describe is the need not only for total pro- 
graming for technical cooperation in a particular country but also for a close 
relationship between technical cooperation and other forms of assistance. With 
respect to the former, a basic concept at the outset of the programs in Latin 
America and of the point 4 program elsewhere, was that there would be largely 
autonomous technical groups in health, agriculture, education, ete., operating 
in the country. The experience of the past 10 years has clearly indicated the 
need for the integrated approach which is now followed. Thus, to take a 
simple but basic example, if one country has a health program which is among 
the best in underdeveloped areas but agricultural and industrial productivity 
is among the lowest and without signs of improvement, it is clear that from both 
the host country’s viewpoint and ours that the use of our resources in the 
country should be directed primarily toward solving the most urgent problem. 
Otherwise, there may be a constantly increasing population and a declining 
standard of living. This approach then permits concentration of relatively 
searce health specialists in those countries where the health problem is more 
urgent. Similarly, technical assistance and both external capital assistance and 
U.S. controlled local currency frequently can be far more effectively utilized if 
these elements are closely coordinated. Thus, if a highway system or a na- 
tional community development program is identified as an urgent necessity, the 
coordinated programing of the technical assistance with the capital assistance 
often results in a more satisfactory end-product than if either is provided alone, 


INCREASED REQUEST FOR REGIONAL AND COUNTRY PROGRAMS 


The International Cooperation Administration’s regional directors have pre- 
sented testimony on the accomplishments of the technical cooperation program, 
and on the justification for the $154.7 million programed on a country and 
regional basis for fiscal year 1960. This represents a $26.8 million increase 
over fiscal year 1959. Coincidentally, approximately one-third of this increase 
is for continental Africa including the Sudan, one-third for Latin America, and 
one-third for Asia. However, since the newly developing programs in Africa 
are still fewer and smaller than those in Asia and Latin America, this repre- 
sents an increase in funds of nearly 60 percent for continental Africa as com- 
pared with an increase of approximately 10 percent for Asia. 


INTERREGIONAL EXPENSES 


In addition to the programs described in the regional presentations, there are 
interregional program expenses of $24.9 million requested for fiscal year 1960. 
This represents an increase of approximately $4 million over the amount for 
fiscal year 1959. They provide, in general, for the costs of necessary supple- 
mentary and technical backstopping services which it is not practical or eco- 
nomical from an accounting standpoint to charge directly to individual country 
or regional assistance funds. Funds requested for these expenses are closely 
related to the number of participants, the work of our overseas technicians and 
their training, including language training, and other activities for which tech- 
nical backstopping must be provided as a result of the technical cooperation 
and other ICA programs currently operating abroad. These costs cannot be 
reduced significantly without proportional adjustments in the country and 
regional programs which they serve. 

One illustration is the support of the participant program, which requires ap- 
proximately 40 percent of the interregional funds. When a cooperating country 
requests that their technicians receive training in the United States, the ICA 
mission obligates the funds required to cover the costs of travel, per diem, tui- 
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tion, and books for the training program, using funds programed and allotted 
for that country. ICA/Washington then must provide a variety of additional 
services to support the training program in the United States. There are con- 
tracts with private organizations to provide initial orientation in Washington 
and provision of English language training or interpreters where necessary. In 
addition, to support the training program ICA has agreements with 13 Federal 
departments and agencies to provide training services rather than to attempt to 
duplicate in ICA the personnel and facilities of other agencies. Since in fiscal 
year 1960 these cooperating institutions will be called upon to train 14 percent 
more participants than they are training this year, an increase in participant 
support costs, of slightly less than 10 percent, is required. 


EXPANSION OF PROGRAM 


The question of the right size of the technical cooperation program is com- 
plex. Measured in terms of the needs of the Jess-developed countries for this 
kind of assistance, the program is far too small. Its costs are modest relative 
to other major types of assistance under the mutual security program, and its 
eventual returns great. 

On the other hand, as is now widely recognized, there are major limitations 
on the rate at which technical assistance can be effectively applied and absorbed. 
It is not a commodity which can be ordered out by the boatload to fill a measured 
need. The rate at which it can be effectively applied is limited both by the 
ability of the United States to provide the skilled personnel to carry it out and 
by the ability of the various foreign countries to absorb and make effective use 
of the assistance which they have requested. It is believed that both these 
limitations have been reduced sufficiently during this year to permit a con- 
siderable expansion in fiscal year 1960. If need and the requests from the 
foreign countries were the exclusive criteria, we would have proposed a much 
larger program. However, the programs suggested by the need and country re- 
quests have been drastically tailored downward in the program now before the 
committee by the application of quality controls in the process of advance 
programing, initially in our field missions and, later, in Washington. Our single 
greatest restriction has been our capability for recruitment of qualified personnel 
for the total program. 

A scrutiny of the program by major cost component will demonstrate the basis 
of our belief that the level recommended can be effectively implemented. De- 
tails of this analysis are given on page 109 of the worldwide presentation volume. 
At the outset, it should be noted that implementation, both quantitatively and 
qualitatively of the fiscal year 1959 program is substantially ahead of where 
we were last year at this time with a considerably smaller program. 

Increases proposed for “Supplies and equipment” (used for demonstration and 
instruction), for “Contribution to cooperative services,” and for “Other costs” 
are minimal, are needed, and are entirely feasible. 

The U.S.-employed technician component is proposed to increase by 14 per- 
cent, $6.8 million. On the basis of the experience to date in fiscal year 1959, 
under the revised and strengthened recruitment and personnel training pro- 
cedures which were supported by this committee last year, we are reasonably 
confident that the fiscal year 1960 goals can be effectively reached. Progress 
has been made both qualitatively and quantitatively under these revised pro- 
cedures. There has been a net addition in fiscal year 1959 of 265 technicians 
overseas up to March 31, 1959, compared with a net addition of 36 for the com- 
parable period last year. During the period July 1, 1958, through March 31, 
1959, intensive prearrival language training was given to 1384 ICA employees 
and 88 dependents, and as of March 31, 1959, 1,008 employees and 297 dependents 
were enrolled in overseas classes. 

The component “Contract services” calls for the largest increase, both abso- 
lutely and proportionately. This component, which includes the costs of the 
numerous interuniversity contracts, is programed to be increased by $12.4 mil- 
lion, approximately 40 percent of the total increase proposed for the bilateral 
technical cooperation program in fiscal year 1960. This increase is largely ac- 
counted for by a change in the programing procedure under which now all 
regions will follow the policy that contract extensions be funded for the year 
in which extended plus the amount required for the full following year. The 
prior practice in the main had called for funding for 12 months from the date 
of extension. The revised policy will give greater stability to contract rela- 
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tions and, although costs will rise in fiscal year 1960, the change in funding will 
not increase costs in the long run. 

The component “Participants” is projected for a significant increase of 20 
percent, $5 million. Our experience supports the conclusion that we can effec- 
tively expand this program of training the technical leaders in the development 
of many nations. 

This, then, is the summary of the fiscal year 1960 bilateral technical coopera- 
tion program and of the principal reasons for our confidence in the ability of the 
United States to implement the program effectively. 

Senator SparkMAN. Thank you, Mr. Grant. 

Now, Mr. Bell. 


STATEMENT OF JOHN 0. BELL, SPECIAL ASSISTANT FOR MUTUAL 
SECURITY COORDINATION, DEPARTMENT OF STATE 


Mr. Bett. Mr. Chairman, I would like to follow the same practice 
of Mr. Grant in the sense of reading only portions of the statement. 

Senator SparKMAN. That is all right. The entire statement will 
be printed in the record. 


REASONS FOR HAVING A CONTINGENCY FUND 


Mr. Brett. My purpose today is to support the requests of an au- 
thorization of $200 million for the President’s contingency fund for 
fiscal year 1960. 

This is essentially a continuation of the concept and of the au- 
thority that is in effect in this current fiscal year, and which obtained 
prior to this fiscal year. In other words, we propose a separate fund 
to be made available to meet contingent needs which may arise during 
the course of the fiscal year, and which m: Ly require the application of 
funds above those appropriated under other sections of the act—other 
than the Development Loan Fund. 

These funds could be used to meet military assistance, defense sup- 
port, special assistance, or any other requirement that may arise. 

The justification for this request is based on the proposition, first, 
that the policy statement in the act sets forth that it is our policy as 
long as the threat of international communism endangers the peace- 
fulness of the world and the security od the United States, to make 
available to free nations and people on request assistance which will 
support their efforts to maintain their freedom. 

Secondly, it rests on the proposition that we are human, and that 
it is not possible for us accurately to predict at the time the mutual 
security estimates are transmitted to the Congress the kinds of situ- 
ations which may develop throughout the world from a half year toa 
year and a half in advance, which situ: tions may be considered vital 
to our national interest and which may require the application of our 
resources in a relatively short time. 

The contingency fund, together with the President’s authority un- 
der section 451(a) to waive certain requirements of legislation in a 
limited number of situations where this action is justified, constitute 
the most flexible instruments available to the United States Govern- 
ment in promoting our foreign policy. 
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TYPES OF REQUIREMENTS WHICH CANNOT BE PROGRAMED AT PRESENT 


There are two basic types of requirements for which we are unable 
to program and ask specific appropriations at this time. 

First, there are those requirements which are recognized as po- 
tential at the time the program for a succeeding fiscal year is de- 
veloped but which, as of that time, are not sufficiently definite in 
terms of their necessity, size, and nature to justify the inclusion of 
an identifiable amount in the program presented to the Congress. 
At any given time, potential requirements of this kind are substan- 
tial, and one can be sure, based on past experience, that some of them 
will become actual requirements demanding prompt action. It is 
probable that others may never materialize. However, it is not pos- 
sible to foretell whether a particular potential requirement will be- 
come an actual requirement, nor can the precise size or character a 
requirement might take be tern in advance. The best that can 
be done is to estimate. the proportion of all contingent claims that 
may eventually require explicit recognition in the aid program as it 
is finally executed. 

The second broad category of requirements are those which are 
not foreseen at the time the annual program is presented to Congress 
but which appear after the fiscal year has commenced. These re- 
quirements include those that result ‘from natural disasters, those that 
reflect unforeseeable Soviet actions, and those which flow from unex- 
pected political or economic developments in a country of critical im- 
portance to the United States. They include requirements that one 
would ordinarily class as emergency in nature. They also include the 
requirements presented by those occasional, sudden emergent oppor- 
tunities to seize the initiative and to undertake measures abroad which 
are likely to strengthen the fabric of the free world provided they are 
undertaken immediately or shortly after the opportunity appears. 

We have set forth in the red volume of wor Idwide summary esti- 
mates a detailed recitation of the use of this fund in the past, and I 
have indicated some of these in the statement for the record. 


KINDS OF SITUATIONS IN WHICH CONTINGENCY FUNDS ARE NEEDED 
[ would like to turn, however, to page 5, and just briefly the kinds 
of situations which we foresee in 1960 in which we believe the avail- 

ability of contingency funds will serve importantly to maintain our 

prestige abroad. 

The first is, there is always the possibility that the Kremlin, con- 
stantly shifting its techniques i in the cold war struggle, will decide to 
probe the free world defenses in a manner similar to the attack on 
the Quemoy-Matsu Islands last fall. During that crisis a very sub- 
stantial increase of military assistance enabled Chinese Nationalist 
forces to maintain the defenses of the islands; there was also a need 
to supplement defense support funds to meet exceptional requirements 
arising from the Straits crisis. 

Sec ond, the presence of United States forces at some of our bases 
abroad gives rise to problems, particularly in those newly established 
states which have recently freed themselves from control by other 
powers. A constant interplay of rivalry between those groups pre- 
pared to accept the use of their territory by the United States for 

40110—59—pt. 212 
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the common defense of the free world and those opposed produces 
pressures which fluctuate from time to time. The judicious use of 
contingency funds has proved necessary and effective in the past 
in order to maintain continued access to these bases and the same 
situation may be repeated in fiscal year 1960. 

Third, a number of countries throughout the free world have econ- 
omies which are especially sensitive to changes in world economic con- 
ditions and face serious financial problems when their foreign ex- 
change earnings are adversely affected either by natural disasters or 
by changes in world crises. In the last year, for example, the Sudan 
has faced major problems in disposing of its principal export crop, 
cotton; and Haiti has been confronted with similar problems arising 
from its poor coffee crop and lower prices realized on world markets. 
One of the root causes of the continuing economic crisis in Bolivia is, 
of course, the difficulty in disposing of tin ore. In such situations, the 
alternative is to provide assistance to tide these states over their difli- 
culties, often in conjunction with international agencies, or to see them 
founder. 

Fourth, this committee has been extensively briefed on the Soviet 
economic offensive which seeks through ostensibly peaceful and help- 
ful extension of aid to infiltrate free world countries and bind their 
economies to that of the Soviet bloc. While initially the governments 
of such countries may help to maintain their inde ypendence while ac- 
cepting Soviet aid, some of them have been speedily disillusioned. 
Yugoslavia, for example, was made acutely aware of the political 
strings attached to Soviet economic relations, and other states around 
the periphery of the Soviet bloc have had similar experiences. Situ- 
ations are presently developing which may lead to opportunities to 
prevent dependence on Soviet aid by extending United States as- 
sistance. 

Finally, contingency funds have been employed in helping to miti- 
gate the effects of natural disaster such as floods, earthquakes, and 
hurric vanes, and man-made causes such as wars and _ revolutions. 
American assistance offered in these situations demonstrates the hu- 
manitarian concern of the American people. Contingency funds have 
thus been important in aiding the victims of floods in Pakistan, In- 
donesia, and recently in the River Plate area; of hurricanes and ty- 
phoons in the Caribbean and the Western Pacific; of earthquakes in 
the Middle East and of disease epidemics in South Asia and the Far 
Fast. 

The opportunities which are likely to arise cannot be met from eny 
other source. The planned programs of military and economic assist- 
ance submitted to the Congress are austere and based on optimistic as- 
sumptions some of which are already subject to serious doubt. The 
contingency fund is indispensable to augment such programs as these 
and in addition provides the only resources by which the United States 
may effec tively meet emergency ‘situations. 

I would like to add, Mr. Chairm: an, if I may, that in the light of 
the report of the Dr: aper C ommittee, and in the letter of the P resident 
in transmitting that report, that the importance of a contingency 
fund in trying ‘to meet some of the additional requirements which Mr. 
Draper has vividly pointed up in the NATO area, is quite significant; 
that with the contingency fund we may be able to do some of the 
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additional requirements in this field that without it we certainly would 
not be able to do. 

Senator Sparkman. Thank you, Mr. Bell. 

(The complete prepared statement of Mr. Bell is as follows:) 


STATEMENT OF JOHN O. BELL, SPECIAL ASSISTANT FOR MUTUAL SECURITY 
COORDINATION, DEPARTMENT OF STATE 


Mr. Chairman and members of the committee, I appear today in support of 
the request for an authorization of $200 million for the President’s contingency 
fund for fiscal year 1960. An explanation of the need for the contingency fund, 
the kinds of requirements which it is intended to meet, and of past uses of the 
contingency fund is set forth on pages 141 to 150 of the maroon World-Wide 
Summary Volume of the presentation books which are before this committee. 

The executive branch proposes continuation of the concept and the legislative 
authority for the contingency fund that is in effect in fiscal year 1959 and 
which obtained prior to fiscal year 1958; in other words, we propose a sepa- 
rate fund to be available to meet contingent needs which may arise during the 
course of the fiscal year, and which may require the application of funds above 
those appropriated under other sections of the act [except for title II—the 
Development Loan Fund]. These funds could be used, for example, to provide 
military assistance, defense support, special assistance, technical cooperation, 
or voluntary contributions to international organizations which are part of the 
mutual security program. 


REASONS FOR HAVING A CONTINGENCY FUND 


A justification for the request for a mutual security contingency fund rests 
essentially on two propositions: 

First, as set forth in the statement of policy contained in section 2 of the 
Mutual Security Act, it is the policy of the United States as long as the threat 
of international communism endangers the peace of the world and security 
of the United States, to make available to free nations and peoples, on request, 
assistance which will support their efforts to maintain their freedom. 

Second, it is impossible for us accurately to predict at the time that the 
mutual security program estimates are transmitted to the Congress the kinds of 
situations which may develop throughout the world from a half year to a 
year and a half in advance, which situations may be considered vital to our 
national interest, and which may require the application of resources in a 
relatively short time. A number of situations continue, or are emerging, which 
may, during the course of fiscal year 1960, require the application of U.S. funds. 
The contingency fund, together with the President’s authority under section 
451(a) to waive certain requirements of legislation in a limited number of situa- 
tions where this action is justified, constitute the most flexible instruments 
available to the U.S. Government in promoting our foreign policy. 


TYPES OF REQUIREMENTS WHICH CANNOT BE PROGRAMED AT PRESENT 


It has been necessary in past years to meet two basic types of requirements 
for which specific advance provision could not be made. 

First there are those requirements which are recognized as potential at the 
time the program for a succeeding fiscal year is developed but which, as of 
that time, are not sufficiently definite in terms of their necessity, size and nature 
to justify the inclusion of an identifiable amount in the program presented to 
the Congress. At any given time, potential requirements of this kind are sub- 
stantial, and one can be sure, based on past experience, that some of them will 
become actual requirements demanding prompt action. It is probable that others 
may never materialize. However, it is not possible to foretell whether a par- 
ticular potential requirement will become an actual requirement, nor can the 
precise size or character a requirement might take be determined in advance. 
The best that can be done is to estimate the proportion of all contingent claims 
that may eventually require explicit recognition in the aid program as it is 
finally executed. 

There are also requirements which are not foreseen at the time the annual 
program is presented to Congress but which appear after the fiscal year has 
commenced. These requirements include those that result from natural disasters, 
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those that reflect unforeseeable Soviet actions, and those which flow from 
unexpected political or economic developments in a country of critical import- 
ance to the United States. They include requirements that one would ordinarily 
class as “emergency” in nature. They also include the requirements presented 
by those occasional, suddenly emergent opportunities to seize the initiative 
and to undertake measures abroad which are likely to strengthen the fabric 
of the free world provided they are undertaken immediately or shortly after 
the opportunity appears. 


EXPERIENCE INDICATING USEFULNESS OF CONTINGENCY FUND 


Our experience in recent years indicates, I believe, the usefulness of the con- 
tingency fund in meeting of situations which develop virtually overnight. 

Jordan has, since its birth as a nation, been dependent upon outside sources 
to supplement its revenue. At the time that the program for fiscal year 1958 
was made up, no provision was made for economic assistance to Jordan. It 
was noted, however, that in view of the unstable situation it might be necessary 
to extend considerable amounts of aid. Later, after Egypt and Syria refused 
to provide assistance which they had promised at the time of the termination of 
economic assistance from the United Kingdom, Jordan was threatened with 
economic collapse. The United States provided $20 million for the support of 
the Jordanian budget and $10 million for economic development projects to help 
Jordan through this crisis. After the program for fiscal year 1959 was submit- 
ted to Congress, events in the Near East, beginning with the revolution in Iraq 
and leading to the temporary stationing of U.S. troops in Lebanon and British 
troops in Jordan, produced grave effects on Jordan’s financial position. Military 
and other government costs rose while economic activities and trade suffered. 
The United States was able through the contingency fund to supplement its 
programed aid to Jordan and enable that country to survive as an independent 
Nation. 

Turkey, for some time needing major economic and physical reforms, agreed, 
after the preparation of the fiscal year 1959 mutual security program to take 
the required measures which included a substantial devaluation of the Turkish 
iira. This was a significant development affecting the economic strength of 
Turkey. However, for it to be effective, it required additional external re- 
sources. The availability of funds from the contingency fund to supplement 
the planned defense support program played a large part in achieving an agree- 
ment involving funds from Western European countries and Development Loan 
Fund and Eximbank credits. 

Toward the end of fiscal year 1958 a severe decline in copper prices created 
a major balance of payments problem in Chile. Chile needed external assistance 
in a minimum amount of $40 million to help finance the flow of essential imports. 
The United States was able to assist, by virtue of the contingency fund, by 
supplementing an Eximbank loan, drawings from the International Monetary 
Fund and loans from private banks, with a loan of $10 million repayable in 
dollars. 

When the fiscal year 1959 mutual security program was presented to the 
Congress last year it was expected that about $15 million in special assistance 
would enable the Government of Tunisia headed by President Bourguiba to 
maintain a financial stability and carry on a modest development program. 
Subsequently the pressure on the Tunisian state. unhappily involved in the 
struggle for control of North Africa, had serious effects on the Tunisian eco- 
nomy. With the curtailment of French assistance, the flight of capital and 
businesses, and the withdrawal of French technicians, Tunisian resources were 
hard pressed and unemployment was mounting. In these circumstances the 
use of contingency funds to supplement the planned program has helped to 
maintain stability in a country located strategically on the southern flank of the 
Mediterranean. 


KINDS OF SITUATIONS IN WHICH CONTINGENCY FUNDS ARE NEEDED 


On the basis of past experience, and from what we now discern on the in- 
ternational horizon, we fully expect that situations will arise during the course 
of fiscal year 1960 in which the availability of contingency funds will serve 
importantly to maintain significant United States interests abroad. We would 
like to suggest the kinds of situations which we have in mind. 
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First, there is always the possibility that the Kremlin, constantly shifting its 
techniques in the cold war struggle, will decide to probe the free world defenses 
in a manner similar to the attack on the Quemoy-Matsu Islands last fall. Dur- 
ing that crisis a very substantial increase of military assistance enabled Chi- 
nese Nationalist forces to maintain the defenses of the islands; there was also 
a need to supplement defense support funds to meet exceptional requirements 
arising from the straits crisis ; 

Second, the presence of United States forces at some of our bases abroad gives 
rise to problems, particularly in those newly established states which have 
recently freed themselves from control by other powers. A constant interplay 
of rivalry between those groups prepared to accept the use of their territory by 
the United States for the common defense of the free world and those opposed 
produces pressures which fluctuate from time to time. The judicious use of con- 
tingency funds has proved necessary and effective in the past in order to maintain 
continued access to these bases and the same situation may be repeated in fiscal 
year 1960; 

Third, a number of countries throughout the free world have economies which 
are especially sensitive to changes in world economic conditions and face serious 
financial problems when their foreign exchange earnings are adversely affected 
either by natural disasters or by changes in world crises. In the last year, for 
example, the Sudan has faced major problems in disposing of its principal export 
crop—cotton ; and Haiti has been confronted with similar problems arising from 
its poor coffee crop and lower prices realized on world markets. One of the root 
causes of the continuing economie crisis in Bolivia is, of course, the difficulty in 
disposing of tin ore. In such situations, the alternative is to provide assistance 
to tide these states over their difficulties, often in conjunction with international 
agencies, or to see them founder ; 

Fourth, this committee has been extensively briefed on the Soviet economic 
offensive which seeks through ostensibly peaceful and helpful extension of aid to 
infiltrate free world countries and bind their economies to that of the Soviet 
bloc. While initially the governments of such countries may help to maintain 
their independence while accepting Soviet aid, some of them have been speedily 
disillusioned. Yugoslavia, for example, was made acutely aware of the political 
strings attached to Soviet economic relations and other states around the pe- 
riphery of the Soviet bloc have had similar experiences. Situations are presently 
developing which may lead to opportunities to prevent dependence on Soviet aid 
by extending U.S. assistance. 

Finally, contingency funds have been employed in helping to mitigate the 
effects of natural disaster such as floods, earthquakes, and hurricanes, and man- 
made causes such as wars and revolutions. American assistance offered in these 
situations demonstrates the humanitarian concern of the American people. Con- 
tingency funds have thus been important in aiding the victims of floods in Pak- 
istan, Indonesia and recently in the River Plate area; of hurricanes and ty- 
phoons in the Caribbean and the Western Pacific; of earthquakes in the Mid- 
dle East and of disease epidemics in south Asia and the Far East. 

The opportunities which are likely to arise can not be met from any other 
source. The planned programs of military and economic assistance submitted to 
the Congress are austere and based on optimistic assumptions some of which are 
already subject to serious doubt. The contingency fund is indispensable to aug- 
ment such programs as these and in addition provides the only resources by 
which the United States may effectively meet emergency situations. If these 
situations are not met quickly they are opportunities lost forever to the free 
world and may well be exploited by the Communist bloc. 


Senator SparKMAN. Senator Mansfield, we have heard all three 
papers. We decided to proceed that way, and then have questioning 
on all of them. 

Mr. Saccio testified on the ICA and its operations generally; Mr. 
Grant on the point 4 program, and Mr. Bell has just finished testify- 
ing on the contingency fund. 


USE OF CONTINGENCY FUNDS IN SUDAN 


Mr. Bell, I am curious to know how the United States helped Sudan 
dispose of its cotton crop ¢ 
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Mr. Bru. We did not help Sudan dispose of its cotton crop, but it 
helped mitigate the effects of Sudan’s inability to dispose of it. 

Senator Sparkman. Indirectly that would be helping to dispose 
of it. 

Mr. Betx. Well, one of the problems 

Senator Sparkman. I am not curious just because I happen to be 
from a cotton section, but I wonder if we couldn’t develop a way to 
help dispose of some of our surplus crops. 

Mr. Bexx. The Sudan has an economy which is very much like that 
of some of our Southern States in its dependence on cotton. 

Senator Sparkman. I take it that the economy was hard pressed, 
and we helped by giving them time to dispose of it in an orderly way ; 
is that it ? 

Mr. Bretu. We have been trying to do two things, Mr. Chairman: 
One, we have been trying to maintain the ec onomy at a level that is 
tolerable, even though their exports of cotton have fallen; secondly, 
we have been trying to work with the Government there to develop 
new kinds of crops in the country, because it is obvious that an economy 
dependent on cotton in the world today is not likely to become viable. 

We have an agricultural group over there working with the Su- 
danese Government doing some experiments to see what other kinds 
of crops could be deve sloped. 

Senator SparKMAN. Would that come under the contingency fund, 
or point 4? 

Mr. 3eELL. Funds from the contingency fund were made available 
for both special assistance and technical cooperation. The contin- 
gency fund itself is simply a bank account from which you can provide 
funds to these other programs. 

Senator Sparkman. 1 understand that. 

Mr. Be L. Deser ibing the use of the funds made—— 

Senator Sparkman. What report is made to Congress as to the use 
of the contingency fund? Of course, I realize that by its very nature, 
we cannot be told ahead of time what it will be used for, because usually 
you don't know. 

Mr. Beti. There is a complete report. 

Senator Sparkman. How often is that made? 

Mr. Bett. It is presently made each year in the annual presentation. 
You will find it in the book. 

Senator SparKMAN. In other words, we now know how use was 
made of it during the past year; is that right? 

Mr. Bett. That is correct, and what use has been made up to the 
time these books were printed. 





EXPECTED USE OF ALL OF FISCAL YEAR 1959 CONTINGENCY FUND 
APPROPRIATION 


Senator Carison. Mr. Bell, you appear in support of this $200 
million contingency fund, and there are still about 40 days left of 
this fiscal year 

How much do you anticipate you will use or have used in fiscal 1959? 

Mr. Betu. We are appropriated in fiscal 1959 $155 million; our 
anticipation is that we will use all of that. 

Senator SparKMAN. Has it all been committed? 
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Mr. Bet. No, sir; it has not all been committed. We have held 
back as much as we could, partly because of the kind of category I 
have described, the emergency situation we could not foresee. We 
could have put the money out at the beginning of the year without 
any difficulty; we had requirements to meet, but we have held back 
trying to be sure that the use of this reserve was intelligent. 

We have at the moment $34 million which we haven’t formally 
committed. Against that we have requests for well over $100 million, 
and Mr. Dillon will have to decide by the middle of June which ones 
of these he is going to give priority to. 

We deliberate ‘ly, as I say, wait until as late in the year as we can 
before dispensing all of these. You never know when an emergency 
is going to come up. 

Senator SPARKMAN. You try to maintain a reserve / 

Mr. Betx. That is right. 


SPECIAL ASSISTANCE 


Senator Sparkman. Mr. Saccio, I believe you covered “special 
assistance,” did you not, in your paper / 

Mr. Saccio.. Yes. 

Senator SPARKMAN. This is elemental, but nevertheless it is related 
to this question: Are we told in this year’s presentation just exactly 
what the special assistance program will be for fiscal 1960? 

Mr. Saccio. In its entirety. 

Senator SparkMAN. None of that is of a contingency nature ? 

Mr. Saccio. No. There was 2 years ago where the “special assist- 
ance” appropriation also contained a contingency fund, but last year, 
and this year and for the coming year, the special assistance is all 
programed. 

Senator SparKMAN. That was my impression. In fact, I think at 
an earlier presentation that was brought out, but I w anted to be cer- 
tain that my understanding was correct. 

Mr. Saccio. That is the situation. Incidentally, you can find all 
this in the maroon book. 

Senator SPARKMAN,. On what page ? 

Mr. Saccio. Page 114. There we have the listings, fiscal years 1958, 
1959, and 1960. 

Senator SparKMAN. I would like to ask a few questions. If any- 
body is in any hurry or has to leave, let me know and I will yield at 
any time. 

Some of my questions may apply to all three of you, and some just 
to one. 


CRITICISMS OF FOREIGN AID PROGRAM BY GENERAL ACCOUNTING OFFICE 


Mr. Saccio, recently Mr. Campbell of the General Accounting Office 
testified before the House For eign Affairs Committee on some aspects 
of the foreign aid program. I know only what I read in the paper. 
; have not read his testimony, but he gave some rather harsh criticisms. 

I don’t remember all of them, but I do remember one thing. He 
pointed out three particular projects to illustrate his point; an initial 
program was indicated to Congress as going to cost so much. Then 
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it went up in cost the second year, and went up still more the third 
year. 

I remember one of those was a road project, one was an electric 
power project , and I have forgotten what the third one was. 

Mr. Saccio. The civil police ‘of Vietnam. 

Senator Sparkman. The civil police in Vietnam. Where was the 
electric power project? I don’t believe he indicated the country, nor 
the country where the road project was proposed. 

Mr. Saccro. If I may, the electric transmission project in Korea; 
the roads in Vietnam, and the civil police in Vietnam. 


DESCRIPTION OF ROAD PROJECT IN VIETNAM 


Senator SparKMAN. I visited that road project in Vietnam. I also 
visited the one in Cambodia. I remember our Ambassador in Cam- 
bodia told me that road was going to cost more than originally esti- 
mated. I think this was because ‘of the scarcity of road material— 
laterite. They had difficulty in finding gravel, but they found later- 
ite; however, most of it was found in one place, so the cost of hauling 
it all the way down to the port was going to be much greater than 
had they been able to find gravel. 1 “thought he might be referring 
to that project rather than this one in V ietnam. 

Do _ have any comment on that criticism ? 

Mr. Saccro. May I make a general comment on what the Comp- 
troller General said? I am fairly sure he was not saying that we 
were either tying up funds or wasting funds. He was making the 
recommendation that in our presentation books we should explain to 
the Congress the reasons for the change in the estimate. He was not 
saying as to those three particular projects that we were not Justified 
in increasing the estimates of the costs. 

If I may take the road program in Vietnam, I don’t recall the figure 
specifically right now, but there were three different estimates. T hey 
were based on the planning that we require of our people in the mis- 
sion to give us annually. 

Now, the program in Vietnam is not just a roadbuilding program 
in the sense we are getting someone to build a road from one place to 
another. It has three or four other objectives. 

One of them is to rehabilitate the old roads that they have and 
are not useful enough to help them in their economic development. 

Secondly, it is to train a group of people in Vietnam to do this sort 
of work themselves. 

Third, it is intended to establish in one of the ministries of the Gov- 
ernment a highway department that would have all the necessary 
elements of pla inning, research, and implementation of a road system, 
and fourth, and important too, is building of specific new highw ays. 

Now—— 

Senator SparKMAN. Opening up new country. 

Mr. Saccro. That is true, particularly the highlands which you say 
you visited. 

Senator SparKMAN. Going north all the way up out of Saigon, 

Mr. Saccio. Well, the purposes, of course, of those new roads are 
twofold: One is obviously military; the other is economic in that 
they wanted to open up new land which is sparsely settled and not fully 
used because of the security situation and the lack of roads. 
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BASIS FOR DIFFERENT COST ESTIMATES ON ROAD PROJECT 


Now, the three estimates that we gave were based on what we thought 
the United States should do at these three particular times. It was 
not an estimate of increase based on the failure to estimate as closely 
as we could each year as to what we intended to do. 

Senator SparkMaN. In other words, it was not initially given as 
the estimate of the whole cost; is that correct ? 

Mr. Saccio. That is correct. 

Senator Lauscur. That is, the figures dealt with different factors; 
the third figure was not an estimate covering the same factors that 
you had in the first figure. 

Mr. Saccio. That is right, Senator. The point is that as the project 
itself, in its entirety, was being developed, the specific elements of the 
project were becoming more definite so that they could be estimated. 

Senator Lauscue. Do you have figures now where like is com- 
pared with like to demonstrate whether there was any change in esti- 
mate or not? You know what factors you had in your first estimate. 
Do you have the figures showing what the estimate was in the third 
figure submitted on the same project, and the factors that you had in 
your first figures? 

Mr. Saccro. Well, I don’t think that we have those figures here in 
Washington. We do have the latest estimate from the mission, and 
that is what the Comptroller General was referring to—the latest 
estimate by the mission of what they think the overall project would 
cost—and that is based on the experience of the years preceding and 
the scope of the project as now conceived. 

It obviously would be different from what they gave us, what 
they thought they were going to do under the project in the previous 
year. As I say, the issue raised by the Comptroller General was not 
that we were not making proper estimates in the first instance, or 
that we were wasting funds or not knowing what we were doing. 
The Comptroller General was suggesting that in each presentation 
we should show, project by project, what were the reasons for the 
change in estimates. 

Now, each element of these projects are essentially units—which we 
canstop. In other words, if we take in the case of the Vietnam roads, 
we can in effect say, “We are going to build a piece of road.” We 
don’t have to go beyond that, but to carry out the whole program we 
have a general picture of what you are going to do in the country for 
4 or 5 years, but we can stop at any particular point as long as the 
unit or the entity would work in itself. 

Now, in roads, this is fairly easily done. In other projects it is not, 
because if we start a powerplant we really have got to figure the total 
costs fairly firmly to begin with, because half of a powerplant won’t 
be very useful. 

This was the only issue that the Comptroller General was raising, 
and I addressed myself to that very specific subject before the House 
Foreign Affairs Committee and submitted an estimate on that, which 
I can submit here, too. 

Senator Sparkman. I think it would be very good if we had that 
estimate, and the thought occurs to me if it was not too lengthy, as a 
a of that estimate there might be appended the justification given 

y the head of the mission each of the 3 years. 
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Were they successive years ? 

Mr. Saccrio. That is right. 

Senator SparRKMAN. Would that be difficult ? 

Mr. Saccio. Well, we probably would have to check it with the 
mission before we submit it to the committee. We have the material 
here in most part, but we would like to be absolutely sure of what we 
give you on the estimates. 

(The information referred to above is as follows *) 


The essential factors concerning all three of the projects identified by the 
Comptroller General are generally identical. Accordingly, ICA filed the follow- 
ing detailed information with the Committee on Foreign Affairs of the House 
of Representatives with regard to one of the three projects, it being illustrative 
of the history of all three: 


VIETNAM Provect 30-31-021, HIGHWAYS AND BRIDGES 


There has been no attempt to conceal the increasing scope and costs of the 
highway project in Vietnam. On the contrary, in the fiscal year 1958 congres- 
sional presentation (‘List of Major Open Projects,” p. 95) it was stated that “the 
project, as planned and approved in fiscal year 1955, provided for only minor 
repairs on some parts of existing roads and bridges * * *. In fiscal year 1956, 
with the establishment of much improved economic and security conditions, a 
much larger highway program became essential and the project was revised to 
include the rebuilding of large segments of the national highway system and some 
new construction.” <A similar statement was made in the fiscal year 1959 con- 
gressional presentation (‘List of Major Open Projects,” p. 221). 

As the scope of the project expanded, as actual costs for completed work were 
finalized, and as future work plans were developed, the estimates of total costs 
increased. The increases in cost estimates also reflect: (@) Cost studies prepared 
by the contract engineers, (0) changed construction priorities involving greater 
effort and time, and (c) price increases on equipment and materials. 

However, it should be borne in mind that estimates of total cost are not 
necessarily based on long-range engineering cost studies. This is particularly 
true of this type of project, one that is expected to continue for a number of 
years in the future, where firm cost estimates may be available for only the 
immediately following year. The total cost estimates are valuable as program- 
planning figures even though they are not so firm as the yearly estimates of 
requirements on which appropriation requests and subsequent obligations are 
based. Since 1957, estimates for this project are prepared, engineering is com- 
pleted, and construction is undertaken on a unit or section of highway basis. 
However, the U.S. contractors have been engaged for the total highway pro- 
gram, subject to continuing availability of funds. (The contractors are: Engi- 
neering, Capitol Engineering Corp.; construction, Johnson, Drake & Piper.) 

There has not been a stockpiling of funds in this project. The pipeline 
reflects the time phasing of contract payments for both engineering and con- 
struction services as well as the long leadtime between procurement and deliv- 
ery of heavy equipment. 

The following is a summary statement of the manner in which this project 
has developed. 

BACKGROUND 


During the Indochina war and World War II, the highway system of South 
Vietnam, including most of the bridges on the main coastal route, suffered 
extensive damage. Following the wars, essential emergency repairs were made 
to the principal highways. Since 1955, U.S. participation in this project has 
been based mainly on the need to improve Vietnam’s defense potential while 
also contributing to internal security and to the possibilities for economic 
progress necessary for political stability. 

In considering the increases in total cost estimates, concurrent political, 
security, and economic developments in Vietnam must not be overlooked. To 
present this rounded picture, the following chronology is offered. 
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YEAR 1955 


During this first year of Vietnam’s independence, there were serious doubts 
in many quarters that the Government could succeed in its efforts to bring about 
the stability requisite to its survival. In consideration of the unsettled condi- 
tions in Vietnam and of the fact that 1955 was the first year of assistance directly 
to the country, only about $312,000 was provided for roadbuilding equipment and 
supplies for maintaining existing roads. However, at the same time, another 
project was undertaken to finance the cost (about $295,000) of an engineering 
contract for a reconnaissance survey which would serve as the basis for future 
assistance to the highway program. The engineers estimated that it would cost 
about $76 million to rebuild the existing roads. 


YBAR 1956 


Following the general recommendations of the reconnaissance report, expanded 
activities were undertaken; $5,440,000 was provided for engineering services, 
equipment, supplies, and construction. First priority was established for re- 
habilitating 450 kilometers of Route 1, the main coastal route. The scope of 
assistance was considerably less than that indicated in the survey report and it 
was estimated that an additional $7 million would be required from future 
program funds to complete road and bridge improvement in the most populous 
areas along Route 1. 

Selection of contractors and negotiation of contracts consumed many months. 
During that period, it was decided for security reasons to change the priorit es 
of road rehabilitation. The new priorities involved different stretches of Route 
1, but the estimated total cost was not changed. 


YEAR 1957 


While the general situation in Vietnam had improved considerably in 1956, 
it was not until 1957 that concerted attention could be given to other-than- 
emergency activities and that long-range plans could be developed. By late 
spring of 1957, the engineering and the construction contractors were working on 
two stretches of Route 1. Additional funds, in the amount of $12,460,000, were 
provided. This was more than had been estimated in 1956, but it reflected the 
preparation of detailed specifications for equipment and supplies and the nego: 
tiated contract costs. 

By the end of the fiscal year, however, priorities were changed again. A new, 
large land-resettlement program was undertaken. It was designed to promote 
security in the high plateau area of central Vietnam by establishing settlements 
of people known to be loyal to the Government. Because road communications 
with the new villages were necessary for reasons of defense and internal secu- 
rity, precedence was given to 160 kilometers of Route 21 and, subject to availabil- 
ity of funds, to 175 kilometers of Route 19. Therefore, while work continued on 
the top-priority 30-kilometer section of Route 1 from Saigon to Bien Hoa, the 
rehabilitation of other sections of Route 1 was postponed and the engineers 
working on these sections were moved to Route 21. 

Routes 19 and 21 are more difficult to construct and more costly than Route 1, 
primarily because of the terrain but also because in some areas they were little 
better than trails. At the end of August 1957, the USOM estimated that the 
cost of these 365 kilometers would be $26,220,000. 

In November 1957, the USOM’s program submission indicated a total cost of 
$65,612,000. This estimate appeared low to ICA, particularly in view of the 
many changes that had already been made in this project and in view of the fact 
that additional highway rehabilitation was contemplated in areas that had not 
yet been surveyed. Therefore, in the fiscal year 1959 congressional presentation 
it was stated that no reliable cost estimates were available beyond 1959. 


YEAR 1958 


During 1957, unforeseen difficulties arose in connection with the construction 
of bridges over the Saigon and Dong Nai Rivers—part of the Saigon-Bien Hoa 
road. The principal problem is related to the extremely unfavorable subsurface 
conditions which necessitated additional studies, changed work schedules, and 
increased costs. Construction of these bridges has been delayed. 
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In July 1958, the estimated total cost was $91,500,000. Subsequently, in De- 
cember 1958, the estimate was reduced to $88,915,000 and that figure is reflected in 
the fiscal year 1960 congressional presentation. 


YEAR 1959 


During 1959, engineering on sections of Route 1 is being resumed. As stated 
above, this activity was postponed in 1957 to permit work on Routes 21 and 19. 
Until that engineering is completed, even the December 1958 estimate is question- 


able. 
It is estimated that this project will be completed in 1963. As of March 31, 


1959, project obligations amounted to $41,924,000 and expenditures were 
$22,610,000. 


DESCRIPTION OF ROAD PROJECT IN VIETNAM 


Senator SparkMAN. By the way, you may be interested to know 
that the director of that work in Vietnam was from my hometown— 
the one-armed fellow, Smith, a former county engineer from my 
county. 

He went there from Greece. He has been with this kind of work 
for a good many years. 

Senator Cartson. Mr. Chairman, I also visited that project. 

Senator SparKMAN. It was an impressive project and I am glad you 
mentioned training technicians. That, I thought, was a very fine thing. 
We saw bulldozers and road scrapers and things of that kind being 
operated by Indochinese. We were told that under French occupation 
they were not given an opportunity to do those jobs. I thought it was 
a very fine thing that they were learning to do them. 

I also thought they had done a very good job in salvaging equipment 
that had been supplied the French forces in the course of the war, 
As I recall it, most of their equipment was equipment which had been 
salvaged. 

Senator Lauscur. Will the Senator yield? 

Senator Sparkman. Yes. 


REASON FOR INCREASED COST OF ROAD PROJECT 


Senator Lauscue. Is there any instance in which the cost of a spe- 
cific project in Vietnam subsequently proved to be far more costly 
than the original estimate ? 

Mr. Saccro. Well, I can’t think of any one specifically. There may 
be some. I know of others, elsewhere. 

Senator Lauscue. But that was not the situation in Vietnam—that 
you had originally underestimated the cost ? 

Mr. Saccio. No, I don’t believe so. I think the basic reason why 
these figures changed is that as we were planning we added particular 
segments. ‘The costs naturally went up, just as where one is building a 
road from here to New York, and you go to Baltimore, and then from 
Baltimore on, obviously your cost will go up. 

Senator Sparkman. It is a progressive program. 

Mr. Saccro. That is the basic reason for the increase in costs. The 
program took in more. 

Senator Lauscue. Then the Comptroller General, to your knowl- 
edge, did not say there were low estimates given and as time went on 
the actual costs far exceeded the estimates made originally in Vietnam? 
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Mr. Saccro. I don’t think, as a matter of fact, he got into the ques- 
tion. He was merely raising the question as to whether ICA as a 
matter of course should give in its presentation books in the project 
sections the reason for the increase in estimates. ‘They have seen 
these estimates in our open project books which we have provided 2 
years or 3 years in a row, and they said: “Well, look, you have got 
three figures here and they seem to be—there is quite an increase. You 
should explain to Congress when you come up before the committees 
the reason for these increases.” 

Senator Lauscuer. And your explanation is that the figures in the 
third year embraced work which was not embraced in the first year, 
and on which the estimate was made ? 

Mr. Saccro. Well, Mr. Staples who testified said that this probably 
was one of the factors, a change in the scope of work, and I think this 
is the basic reason for the changes in these three particular projects. 


POLICE TRAINING PROGRAM IN VIETNAM 


For instance, in the civil police project, the figures went from $8.5 to 
$18 million. Well, the project started with the idea of doing some- 
thing for the local metropolitan police in Saigon. This was the 
basic problem then. It was increased to include the civil police 
throughout the country. The army was taken off the job of internal 
security. 

Senator Lauscue. Out of what fund was that done ? 

Mr. Saccro. This is in defense support, sir. 

Senator Lauscne. Defense support. 

Mr. Saccio. Vietnam. 


PILEUP OF EQUIPMENT IN KOREA 


Senator Sparkman. I will move along very hurriedly so that others 
may ask questions. 

I found a great deal of equipment piled up in Korea. I think we 
talked this over when the witnesses were before us last year. I was 
convinced that they were working out a program of moving it. Has 
that been cleared up now? Do you know what I am talking about? 

Mr. Saccro. Lam afraid not. 

Senator SparkMAN. The piling up of certain equipment and ma- 
teriel that—Mr. Marcy, what was primarily in Korea ¢ 

Mr. Marcy. In Pusan there was a lot of concrete, a lot of structural 
steel, cement. ‘ 

Senator Sparkman. Cement, structural steel. Weren’t there trac- 
tors ? 

Mr. Marcy. Diesel motors. 

Senator SparkMAN. There was quite a backup, and as I recall, I 
was told while I was there that they were working on moving it. We 
talked to the Korean Minister of Public Works. We did not get to see 
Mr. Warne, who was out of the country at the time, but we talked with 
someone associated with him. We were told they were beginning to 
move it. I wonder if it has been moved, because.we read in these 
critical articles from time to time of things being piled up. 

Mr. Saccto. I should like to get you a report from our Korean desk 
people here, to be absolutely accurate about it. I don’t know myself. 
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(The information referred to above is as follows :) 


Senator Sparkman, in asking what has been done about the buildup of stocks 
of cement, structural steel, and diesel motors at Pusan, was referring to observa- 
tions he made during his last visit to Korea in September 1957. The structural 
steel that he observed at that time in the Office of Supply of the Republic of 
Korea (OSROK) warehouses, consisting mostly of reinforcing rods, angles, and 
plates for the Dai Han Coal Co., had been purchased by the United Nations 
Korean Reconstruction Agency (UNKRA). These steel supplies since then were 
all taken up by the Dai Han Coal Co. The small quantity of structural steel now 
in customs custody at Pusan was bought with ROK foreign exchange. 

The cement referred to was completely used up long ago for resettlement and 
assimiliation projeets for refugees. At present a total of only 10 tons of cement 
in the “distress” classification is being held by the customs office. With the 
building season in full blast, OSROK cement has moved fast out of the ware- 
houses. 

The UNKRA-procured diesel engines referred to, numbering 54 and valued at 
approximately $178,000, were intended for the fisheries development project. The 
earlier difficulties experienced in providing a procedure for disposing of these 
engines have been resolved and the equipment is now expected to move promptly 
to the end users. 

INCOMPLETED PROJECTS 


Senator SparkMAN. Now just one other thing. Here is another 
thing we read about from time to time, and it is always hard for me to 
explain itthat is projects started and stopped incomplete. 

Do we have any of those now that amount to anything at all? We 
read, for instance, in some articles about building a highway up to a 
certain point and just stopping and leaving it half done. 

Are you familiar with some of those that have been described in the 
Reader’s Digest, for instance, from time to time? 

Mr. Saccro. I don’t know of any specific projects. 

Senator Sparkman. I don’t either. I am just asking about it in 
general to see if there are any. In other words, it seems to me that the 
program ought to be one that is well planned, and, once started, if it is 
a good program, it ought to be completed. 


ICA AND STATE DEPARTMENT PERSONNEL 


Senator Mansrietp. Mr. Saccio, you mentioned the fact that you 
would refer some matter to your Korean desk. How many desks do 
you have in the ICA, country desks ? 

Mr. Saccio. I think it is about—I would say it is less than 50. 

Senator Mansrretp. How many regional desks do you have? 

Mr. Saccio. Four. 

Senator Mansrretp. Do you have a congressional liaison officer 
in the person of Mr. Jameson, a very capable man? 

Mr. Saccto. Yes, sir. 

Senator MansFrieLtD. How much of a staff does Mr. Jameson have? 

Mr. Saccio. He has three people—four people. 

Senator Mansrte.p. These positions I have mentioned have counter- 
parts in the State Department as well ? 

Mr. Saccrio. There are desks and there are congressional people; 

es. 
Senator Mansrretp. You have about,a hundred or so State Depart- 
ment people attached to the ICA ? 

Mr. Saccto. Well, there are State Department people who work 
for us. 
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Senator MANsFieELp. You havea number ? 

Mr. Saccio. They certainly work for us, but they are working for 
ICA and domg ICA work. 

Senator SpaRKMAN. Drawing pay from ICA funds? 

Mr. Saccio. Yes. I don’t know what the number is. 

Senator Mansrrevp. It is a sizable number. When Mr. Riddle- 
berger comes back he, as a career man, will take over the head job, 
will he not ? 

Mr. Saccio. Yes. 

Senator Mansrietp. And he will be paid out of ICA funds? 

Mr. Saccio. He will. 

Senator Mansrievp. But unlike lots of ICA employees, who at 
the end of 1 or 2 years may be out or whose future may be 
shaky, he can go back in the State Department. Others like him 
have the same security. 

Mr. Saccio. Yes, they do. 


CONTINUATION OF FOREIGN AID 


Senator Mansrietp. Would you say that foreign aid is part of 
our foreign policy ¢ 

Mr. Saccio. Definitely. 

Senator MansrieLp. Do you think that this program as it is now 
being conducted will go on indefinitely ? 

Mr. Saccio. I think that it will go on as long as we have this type 
of problem to face in the world. I hope that it will not be in- 
definite, that we resolve it. Then, I think we would have to take 
another look at the aid program from the point of view of other 
objectives the United States would wish to accomplish. 

Senator MansrrieLtp. You don’t see an end in sight, do you? 

Mr. Saccio. I see it as a continuing program. 


AMALGAMATION OF STATE DEPARTMENT ANDICA 


Senator Mansrrevp. Don’t you think it would be better, with that 
in mind, to transfer the economic functions inherent in this program 
to the State Department so that you can build up the kind of esprit 
de corps you must have to give your employees the kind of security 
they should have, and to make the State Department an operating 
as well as a policymaking organization in line with its constitutional 
responsibility as being the agency of the President in the conduct of 
our foreign policy ? 

Mr. Saccio. I would answer “Yes” to that, Senator Mansfield, if 
I may make clear that the type of function being carried out by ICA 
is distinguishable from the type of activity that the State Department 
as a regular matter carries out; and if it is recognized as a distinct 
function, the people are recruited on this basis and the job they do 
is given equal importance, I see no objection to what you say. In 
fact, it is pretty much that way now except that some of these addi- 
tional things that you talk of, security of position and career positions 
which are being worked out slowly in ICA do not yet exist in the 
same degree as they do in the State Department proper. 

But today the ICA is a part of the State Department. Its function 
is distinct in that it is operating in the economic field, where we are 
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to help countries develop economically, and it is not in the 
Titel field. These distinctions are valid, I think, and I think they 
should be maintained. 

Senator Mansrietp. They may be valid, but it is pretty hard to 
differentiate between the economic and political in all too many 
instances. They are all interrelated, just as those two are related 
to the defense structure, and that is why you have the Defense Depart- 
ment, State Department, ICA, and the USIA, I hope, working very 
closely together. 

Mr. Saccio. We are, but that doesn’t mean you put the Defense 
Department i in the State Department. 

Senator Mansrievp. Not at all. But what about military aid of 
ICA in the Defense Department, which has practically complete 
control of it now and has had for many years ? 

I think Stassen, when he was Administrator of the FOA, said 
that the Defense Department had something on the order of 99 
percent control of military aid, and at that time had—I don’t think 
it is true now, or to a lesser extent—a certain amount of control over 
defense support, and that the only connection was policy guidance 
which supposedly came from the State Department, through the 
Secretary of State, to Defense as to what the attitude of the 
Department would be. 

Mr. Saccio. Well, the system today is such that Mr. Dillon, the 
Under Secretary of State, is the person who coordinates and super- 
vises the program, both as operated by the Defense Department in 
military assistance, and by ICA in defense support and the other 
economic programs. 


RELATIONSHIP OF AID PROGRAM TO U.S. FOREIGN POLICY 


All my point is, Senator, that even though these two phases of 
U.S. action, the political and economic, are very difficult to separate, 
the objective in each should be distinguished. 

For instance, in working in a country the job of ICA is not to 
determine what the policy of the United States in the country should 
be but to carry out the specific operation on an economic basis. Where 
we go in for a technical assistance program, obviously the overall 
polic y is set, but the technician has got to do a job. He has got to 
devote himself to the job of seeing that we get good results of our 
activities there; he shouldn’t be involved in the political situation. 
In fact, the more he is separated from that the better for us from an 
overall policy point of view. He is not tagged with being from the 
Embassy and he is not tagged with an ulterior motive. He is doing : 
job of helping these people, and that is the emphasis so many people 
want us to put on it. 

Senator Mansriexp. Mr. Saccio, he is doing it; I agree with you, 
But he is doing it in accordance with the policy of this Government. 
I think the point 4 program is the best part of the whole aid program, 
and I have thought so since its inception after the second war, although 
it was then operating under a different name. 

Nevertheless, I think that what we have to expect in the State De- 
partment is not so much the idea of specialists as generalists, because 
times have changed. Mr. Dulles was always fri ank, honest, and above- 
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board in his desire that the State Department should be primarily and 
only policymaking. He didn’t want anything to do with operating. 

The program of which you are in charge is an aspect of foreign 
policy, and it disturbs me to see the ICA halfw ay in and halfway out. 

Congress on two occasions abolished aid agencies, the MSA in 1953, 
and the FOA in 1954, with the idea of putting them in the State 
Department, and finally when the FOA was abolished, ICA got in 
halfway. 

I think that it would be in the best interests of all concerned if 
this consolidation could take place. In so doing, the State Depart- 
ment would take the best people you have in ICA and you could 
thereby create a real career service, which you haven’t got now except 
insofar as the State Department people are transferred to work under 
you on a temporary basis. I think it would help a great deal. 


EFFECT ON DEFENSE SUPPORT OF A REDUCTION IN KOREAN AND FORMOSAN 
ARMED FORCES 


Now, let me change the subject entirely. 

Deleted. } 

Senator Mansrietp. If there should be a reduction in armed per- 
sonnel i in Taiwan and Korea, could we reasonably expect a reduction in 
the amount of defense support funds applied to those two countries? 

Mr. Saccro. I think you would have to look at the situation at the 
particular time when you made the decision. 

The relationship, as far as the amount of aid is concerned, between 
military assistance and defense support is not an automatic or mathe- 
matical one. For instance, we could stop military assistance in a 
country right now, that is, not give them any more equipment and 
training on the assumption that they have all the equipment they need 
and all the training they need, but they still presumably have to 
maintain their army, and if their economy is not able to do so, the 
defense support will remain—this is a theoretical operation I am 
going to now—the defense support will remain the same. So if you 
have a hundred thousand men in the army and they are being paid by 
local currency generated by the defense support assistance, defense 
support aid, you still need the local currency even though we stopped 
giving them material assistance and we stopped giving them training. 

Now, if you reduced the number of the troops, then you have the 
problem of what happens to these people who have been out of pro- 
duction and now are put on the economy. So you have a problem, as 
we were facing ourselves, with some fear, I guess in 1945, how the 
transition is going to be effected. 

These considerations, I say, are the ones that have to be kept in 
mind when you make this decision as to how much defense support will 
be provided for a country in a particular year. 

enator MansrieLp. There are exceptions to every rule, and the 
one outstanding exception would, of course, be Korea. I don’t know 
what the answer is going to be there, because it certainly has an un- 
favorable balance of trade. 


40110 O—59— pt. 2-13 











836 MUTUAL SECURITY ACT OF 1959 
TAIWAN'S UNFAVORABLE TRADE BALANCE 


Does Taiwan have a favorable balance of trade? 

Mr. Saccio. No, it has not. This is one of the basic factors that 
determine our defense support assistance to Taiwan. 

Senator Mansrievp. It does not have a favorable balance of trade. 

Mr. Saccro. That is quite true. 

Senator Mansrie.p. I understood they were shipping a good many 
commodities to different parts of the world and their “trade was 
expanding. 

Mr. Saccio. They have exports. 

Senator Mansrievp. But their trade balance is unfavorable. 

Mr. Saccio. That is true, sir. 

Senator MANsFiELb. Could it become favorable on the basis of what 
they have in the way of resources / 

Mr. Saccio. My opinion is that it will take-a considerable time for 
this to come about. 

Senator Mansrie_p. Then, on the basis of General Draper’s testi- 
mony, the population would increase so fast that that would be negated. 

Mr. Saccrio. Well, that is one of the basic factors, one of our major 
problems in these areas. Even though we are helping them in increas 
ing their gross national product, the population increase negates part 
of it. 

As I say, when you look at these situations, and of course, these 
overall conditions may continue to exist in the future, I would 
say that you have to review them very specifically each year before 
we decide how much defense support we would have to give to each 
particular country. 


WITHDRAWAL OF U.S. MILITARY AID TO EUROPE 


Senator MANSFIELD. One more question. Don’t you think it is about 
time for all the countries of Western Europe to begin thinking about 
assuming more of the burden of responsibility in jooking after their 
and our common defense, and about time for us to begin withdrawi ing 
our military aid to them on a graduated basis? 

Mr. Saccto. I don’t know whether I am really qualified to answer 
the question. If you ask me as a lay person, possibly I can give you 
an answer. 

Senator Mansrievp. As a lay person. 

Mr. Saccto, I am on the economic side, programs which do not 
touch Europe, outside of Spain and Yugoslavia, and your question is, 
do I think—— 

Senator Mansrie.p, Then I will withdraw the question, because you 
are not a military man. I think that question should have been asked 
of General Draper and I am sorry I didn’t ask it when he was here. 

Mr. Chairman, those are all for the time being. 

Senator SparKMAN. Thank you. Senator W iley 


NECESSITY FOR ECONOMY IN ICA 


Senator WitEy. I am very sorry I couldn’t get here before. I think 
there is just one particular angle of the whole controv ersy on which 
we should have your judgment. 
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First, let me know what your background is. 

Mr. Saccro. Sir, I am a lawyer by profession. I have practiced 
law for 24 years, and for the last 9 months I have been Deputy Director 
of ICA. That is nota legal job. I have been Acting Director since the 
end of January of 1959, this year 

Senator Witry. You have paclntave noticed that when De Gaulle 

‘ame into control in France, he began putting the French Government 
on its feet. First he got rid of a lot of excess Government employees; 
next he increased taxes, and he is getting the economy of France, as 
I say, on its feet. If you practiced law, and are a good lawyer—I think 
you are, after listening to you—have you in mind that it is also your 
business to see if you can get more and more efficiency and more and 
more saving into this pie ture? 

Mr. Saccio. It is definitely my job, sir. 

Senator Winery. Well, if you have, have you any suggestions to 
make where you can cut some corners? There is a problem in my 
State of imports taking over their market and putting a lot of peo- 
ple out of employment. The need is to see whether, in seeking to 
maintain our defense and our effectiveness, there isn’t some way that 
we can cut the overhead. That to me is part of your job. You have 
been a lawyer, you have handled trust funds, and you are now han- 
dling trust funds. 

My letters indicate clearly that people don’t want to pay any more 
taxes, but everyone wants more for his money. This morning, one 
letter said: 

I am in favor of increasing gasoline taxes, I am in favor of cutting our useless 
expenditures and I am in favor of seeking to get those that are escaping taxa- 
tion to pay their just and equitable share of taxes. 

Well, it was an unusual letter, because most of the time it is, “We 
want a little more for this, we want some more for that, and don’t 
raise taxes.” 

Now, let me get your reaction to what I have said. 

Mr. Saccro. I can give you perhaps a little of my experience that 
will indicate my reaction, too. 

I was brought up in the large city of New York, and moved out 
of there when I was an adult, and moved into a small town. We had 
to vote our own taxes, and we had to base it on what we thought we 
had available and the needs we had. I will tell you it was quite a 
different story when we had to do it ourselves, when we knew we had 
to put a wing on the school, that wasn’t just a minor matter of raising 
a fuss over it down at city hall. We had to pay for it ourselves, and 
maybe that sort of experience will give one a better idea of what 
you do with taxes and what sort of demand you make on the 
Government. 

I assure you I am convinced of the philosophy you give here, 
and I think that we have, in our agency, looked at it from that point 
of view, of trying to do a good job: with the minimum possible. 

Senator Witey. Well, I asked for specific instances where you think 
you can Neem corners. 

Mr. Saccto. I think possibly the best area would be to concentrate 
our people i in the field where they are closer to the operation and put 
less eee on the organization here in Washington. This is some- 
thing that I hope will help us in getting a more efficient operation. 
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DETERMINING NEEDS FOR MILITARY AND ECONOMIC ASSISTANCE 


Senator Witry. Who make the decision whether in country X the 
main project is military support or economic support? Who makes 
that decision 

Mr. Saccio. This decision is made by many people who have re- 
sponsibilities in these areas. It is an overall review by people who 
represent the Defense Department, the State Department, ICA. 

Senator Lauscue. Senator Wiley, if I may. I requested that there 
be submitted in writing to each one of us the procedure that is followed 
from the start in a given nation down to the time that the judgment 
is reached of how the money shall be allocated. I think that will be 
forthcoming, if it hasn’t already been submitted. (See p. 471 et seq.) 

Mr. Saccro. We should point out, starting on page 23 of the maroon 
book we give an outline of how this operation is carried out. It is 

alled methods of programing. It is sort of a bureaucratic title, but 
what it refers to is just how these decisions are made and what pro- 
cedures we follow, including, of course, the basic decision on police: y 
by the National Security Council, and other agencies here in 
Washington. 

Mr. Bex. This covers both the economic and the military. 

Senator Witey. What I am driving at is the impact that our own 
industry is receiving from imports. In certain places there is un- 
employment; that calls for what I have just suggested to you, a 
reexamination of all items of expenditures. 

Mutual aid should be based upon a mutual give and take. If 
country X can furnish us a soldier at the approximate cost of $300, 
as in Turkey, or in Taiwan, or in Korea, which would cost us some 
$6,000, it is a good business investment. 

Now, that is a fact that should be definitely stated and recited. 
Can we afford to be spending a lot on economic aid when the primary 
purpose and interest of America is the defense feature of mutual 
security / 

I am not an expert in this field. Some of you fellows who are de- 
voting your lives to it are experts. In view of the attitude that there 
may be a cut in the President’s request, it seems to me all-important 
that we try to find out where money can be saved in both programs. 
That is all I have to say, Mr. Chairman. 

Senator SpaRK MAN. Senator Lausche. 

Senator Lauscue. Mr. Saccio, you are here as the Acting Director, 
and are here in the place “of the newly appointed Director. 

You have been with the agency how long now ? 

Mr. Saccio. Four anda half years. 


ADMINISTRATIVE COSTS OF ICA 


Senator Lauscue. Are you able to tell what relationship your 
administrative costs by way of percentage are, taking into considera- 
tion first the costs in Washington; secondly, the costs abroad, both 
separated from the costs that are involved in doing the work? Do 
you have figures on those items ? 

Mr. Saccio. We can get those figures. We have a division between 
administrative expenses and program expenses, in that the adminis- 
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trative are, as traditionally, to pay for jobs like mine, or stenographers 
here in Washington. 

Senator Lauscue. I understand that. What is the percentage of 
what you include as administrative costs of this program ¢ 

Mr. Bex. Less than 2 percent for the program as a whole. 

Senator Lauscur. Does that 2 percent cover personnel in your 
Washington office and in various nations ? 

Mr. Beuu. Yes, sir. 

Senator Lauscue. So if you get $3.9 billion, your administrative 
costs will be 2 percent of that figure. 

Mr. Beui. $72.9 million requested for administrative. 

Senator Lauscue. Do you have assistance of the personnel from 
other agencies and departments of Government for which you do not 
pay salaries ? 

Mr. Bex. This would be true of some of the military personnel. 

Senator Lauscne. The military personnel handles only the military 
phase of it ¢ 

Mr. Bei. That is right. The military, the uniformed military per- 
sonnel who are in the military assistance advisory groups do not draw 
their salaries from this program. 

Senator Lauscue. Your 2 percent administrative costs are figured 
against the total allowance ‘made in the mutual security bill. 

What percentage would it be if you calculated your administrative 
costs on those items that are not administered by the military ? 

Mr. Bet. About 3 percent for the nonmilitary. That is 3 percent 
of new obligational authority requested, which of course is a smaller 
figure than the total to be administered. 

Senator Lauscur. Who is in charge of watching how your admin- 
istrative costs compare with your production work ? 

Mr. Bex. Essentially the responsibility on the military side is with 
the Defense Department; with the State Department for the people 
in the State Department, and with ICA for those with ICA. The 
Budget Bureau does the direct questioning of this. 

Senator Lavscne. Have you had any meetings on this subject to 
exchange views on the size of this administrative cost—how it may be 
inter preted by different people ? 

Mr. Saccio. We have the regular procedure where the amounts that 
we request of Congress are reviewed and discussed and checked 
within the ICA; then with the State Department; then with the 
Bureau of the Budget, before the submission is made. 

Senator Lauscue. What is your opinion—is this a reasonable admin- 
istrative cost, or do you think it is large or small ? 

Mr. Sacco. I think it is reasonable, sir. 

Senator Lauscur. A moment ago you testified that you thought 
there would be savings made by eliminating part of the administrative 
costs in W ashington and transferring the service direct to the field. 
What do you have in mind? 

Mr. Saccro. What I had in mind was the objective that we have of 
trying to create in the fieid the necessary unit to carry out this program 
without too much havi ing to check back with Washington. In other 
words, decentralize and give greater authority to the mission director, 
Without necessarily coming back to Washington for approval or 
reviews. We have ‘done considerable in the field, and in our program- 
ing now much of the material 
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Senator Lauscue. I would suggest that there be prepared a paper 
in compact form to be inserted in the record showing what the per- 
centage of administrative costs has been. This is a subject of rather 
wide discussion, and I think it should be gotten in here so we will have 
the exact figures. 

(The following information was subsequently submitted for the 
record :) 

MUTUAL SECURITY PROGRAM 
TABLE I.—Administrative erpense compared to all other mutual security programs 


[In thousands] 


Actual | Actual Actual Estimate, | Estimate, 
obligation, | obligation, | obligation, | fiscal year | fiscal year 
fiscal year | fiscal year | fiscal year 1959 1960 
1956 1957 1958 
Total, all functions. ‘ | $2, 885, 677 | $3,331,955 | $3,298,465 | $3, 422, 637 $3, 929, 995 
Administrative 53, O84 55, 328 60, 930 71, 199 74, 945 
All other programs. -. 2, 832, 593 3, 276, 627 3, 237, 535 3, 351, 438 3, 855, 050 
Percent administrative of all other pro- 
grams. . 1.9 1.7 1.9 _s 1.9 
Military assistance $1, 352, 100 | $1, 667,792 | $1,830,999 | $1, 536, 464 $1, 600, 000 
Administrative : 19, 518 20, 665 21, 816 25, 000 25, 000 
All other programs. - 1, 332, 582 1, 647, 127 1, 809, 183 1, 511, 464 1, 575, 000 
Percent administrative of all other pro 
grams . : é 1.5 | 1.3 1.2 | 1.7 1.6 
Nonmilitary assistance $1, 533, 577 | $1, 664,163 | $1, 467, 466 | $1, 886,173 $2, 329, 995 
Administrative !__. 33, 566 34, 663 39, 114 46,199 | 49, 945 
All other programs 1,500,011 | 1,629, 500 1, 428, 352 1, 839, 974 2, 280, 050 
Percent administrative of all other pro- | , 
OL «dbodthahnbbuias taieeien " ‘ 2.2 2.1 2,7 2.5 2.2 


1 Includes administrative costs for ICA, State, and DLF. 


PUBLIC LAW 480 ADDITIONAL PROGRAM COSTS-—ICA PORTION OF SEC. 104 (e)(d)(e) 
AND (g 


Administrative cost of the MSP portion of the surplus agricultural] disposal program are absorbed in the 
above nonmilitary administrative cost figures. Public Law 480 program costs, however, are in addition 
to the above mutual-security program costs. These figures represent obligations of local currency in dollar 
equivalents, as follows: 


Actual obligation: 


Fiscal year 1956_____- aii \ $100, 691 

Fiscal year 1957__.._- ail : ; 125, 679 

Fiscal year 1958 207, 782 
Estimate: 

Fiscal year 1959 . 635, 559 


Fiscal year 1960 ORLEB TS. ck Wik ee Hi ; Z 600, 779 
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TABLE II.—Nonmilitary assistance—Breakdown of administrative expenses by 
agency 


{In thousands] 


l i. } 
Actual Actual Actual Estimate, | Estimate, 











obligation, | obligation, | obligation, | fiscal year | fiscal year 
fiscal year | fiscal year | fiscal year | 1959 | 1960 
1956 | 1957 1958 | | 
Niacin le ea ae alia’ ares 

| 
Total administrative expense _ ___- 33, 566 | 34, 663 39, 114 46, 199 49, 945 
SURO) ois. 2 Ses seh 26, 679 | 28, 216 | 31, 256 | 36, 795 | 39, 500 
Departmental. --- Gaisiibaaintin one } (12, 471) } (13, 117) (14, 830) | (17, 155) } (18, 230) 
Overseas os hclacenins (14, 208) (15, 099) (16, 426) (19, 640) (21, 270) 
ee pen ‘ 6, 887 | 6, 447 7, 858 8, 154 8, 395 
Administrative expenses-_--- ieak (6, 887) (6, 447) | (6, 824) | (7, 109) | (7, 350) 
Control Act (sec, 410) ..-.---.----- | ' [1,109)}  ! [1,136)} (1, 034) | (1, 045) | (1, 045) 
ee Ee - at oe eee , (2) | 1, 250 2, 050 





1 Control Act expenses for fiscal years 1956-59 were appropriated under sec. 410 and in fiscal year 1960 have 
been requested under sec. 411(c). In fiscal years 1956 and 1957 the expenses were included as part of State 
administrative expenses. The figures are separated on 1 line above for comparison purposes. 

2 Initial D LF administrative expenses for fiscal year 1958 are included within sec. 411(b). 


ACCUMULATION OF FOREIGN CURRENCIES 


Senator Lauscue. In your paper, Mr. Saccio, you discussed the sub- 
ject of counterpart currency. Are you alarmed about the extent to 
which counterpart currency 1s accumulating in the hands of the United 
States ? 

Mr. Saccro. Let me make clear that counterpart currency does not 
belong to the United States. 

Senator Lauscue. Yes, that is right. 

Mr. Saccio. If you are referring to local currency in general, yes, 
it has become an overall question. 

Senator Lauscue. I am referring to your second paragraph on 
page 11. 

Mr. Saccio. Foreign currency, yes. 

Senator Lauscue. Will you ctdkniasl on that? 

Mr. Saccto. Well, basically, I feel that under the present program 
as it is operated, it is particularly in the field of Public Law 480, 
where we are apt to accumulate the local currency of the other gov- 
ernment, that we will be faced with the problem of what is to be done 
with these local currencies. Counterpart is something else. That is 
local currency that is derived from the aid program which is owned 
by the other government, and which is in a general and regular matter 
pretty well used in the program itself so that there are no undue ac- 
cumulations in my judgment except in an area where we have felt 
that the release of the counterpart might have had an inflationary 
effect. In such cases we have persisted in seeing that these funds are 
not used. 

In the area of Public Law 480, however, the greatest part of the 
activity is under the title I, where we sell for local currencies our 
surplus agricultural products, we begin to accumulate, in the first 
instance, when the xh 3 is made, and later when the local currency is 
paid back to us after it is loaned out. This I think is the basic problem 
that I am personally concerned about. I think we should do something 
to see that these local currencies are used and put to work as soon as 
possible without creating this problem. 











842 MUTUAL SECURITY ACT OF 1959 


I think Mr. Dillon, when he appeared here the first day of the hear- 
ings, pointed out that we had worked out a procedure which we think 
will minimize this problem, and that is in these sales transactions in- 
stead of the United States loaning back the local currency, it will 
make them available on a grant basis for economic development pro- 
jects which are nonprofit making. 


PROBLEMS RELATING TO USE OF FOREIGN CURRENCIES 


Senator Cartson. I am interested in that section, also. I quote 
now: 

Under these circumstances it may make sense not to place additional U.S. as- 
sistance on a mandatory loan basis until we have a more definite judgment as 
to the value to the United States of foreign currencies derived from additional 
loans. 

Now, there is great pressure to transfer this whole program to a loan 
rogram; this pressure is being expanded rapidly. I would like to 
hi 1ave your comment on that statement. 

Mr. Saccio. This is exactly the point I wanted to make, Senator 
Carlson. 

When we talk about helping countries like Korea and Vietnam in 
stabilizing their economy, it seems to me we are deluding ourselves, 
fooling ourselves if we think that the aid we give them in this basic 
part of the aid program, to wit, defense support aid or special assist- 
ance could be put on a loan basis. They haven’t got the resources, or 
in the foreseeable future would they have the resources to repay this 
money to us. 

Senator Cartson. They would return it to us in their own currency. 

Mr. Saccro. There are no basic resources in their country to back up 
the value of their currency in these amounts. If it had value we could 
use it. This is the basic argument. 

Senator Lauscue. In your opinion, is that the problem we now 
have in Greece ? 

Mr. Saccto. That is a phase of the problem. In Greece, what we 
are trying to do is prevent inflation; in fact, we were trying to cause 
deflation. There was too much currency in the ec onomy. There was 
too much local currency outstanding. The local currency that has 
been set aside was created during the years of 1948 to 1953, and at that 
time we felt that if we made that local currency available for use it 
would only cause inflation and it would hurt the country and the peo- 
ple in the country more than it would do them good. So we suggested, 
and they cooperated with us in effect, freezing the os al currency. 
They are on a deficit basis, anyway, $50 million a year, I understand, 
in their free economy, and if we throw in another 100 million, it will 
just be inflationary. They haven’t got the resources to back up that 
much currency. 


STATE DEPARTMENT'S COORDINATING RESPONSIBILITY FOR AID PROGRAM 


Senator Lauscue. | do not know the legal prescription of how Mr. 
Dillon becomes a part of the ICA. 

Mr. Saccio, He is not a part of the ICA. He is Under Secretary 
of State, who is given the job of coordinating the entire mutual secur ity 
program and other economic activity in the foreign field, which in- 
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cludes Ex-Im Bank and Treasury operations, and that is a State De- 
partment function. It is the coordination of the program, and it 
includes the Defense Department and ICA. ICA is the economic side. 

Senator Lauscue. He has no direct position in ICA ¢ 

Mr. Saccro. I will let Mr. Bell answer that. 

Mr. Bex. The authority which Mr. Dillon has is derived from, in 
the first instance, a delegation from the Secretary which in turn is 
delegated from the P resident, the powers in the act being given to the 
President. 

The authority which Mr. Dillon has is to direct or to control the 
operation of the programs, to coordinate it. 

Senator Lauscue. That is, to coordinate it between the ICA and 
the State Department ? 

Mr. Bex. And the defense program, as well. 

Senator Lauscue. I see. 

Mr. Bett. Mr. Dillon has coordinating responsibility for the entire 
program ; he has final responsibility for approval of all programs pro- 
posed by either the Defense Department or by ICA. It arises from 
the Secretary, from the President. 

Senator Lauscue. Have you given any thought, Mr. Saccio, to the 
wisdom of putting upon the shoulders of the Secretary of State the 
additional responsibility of the administration of this mutual aid pro- 
gram which is so controversial in so many places / 

Mr. Saccto. We have, of course, thought of the subject and dis- 
cussed it thoroughly, but the fact is that Mr. Dillon or the Secretary, 
if he wanted to get into the detail, can tell us how to operate this 
program. We are in the State Department and we are part of the 
State Department, and if our administration is not good it can take 
action. In the three and a half months that I have been an acting 
director, I have worked very closely with him. 

Senator Lauscne. With whom ? 

Mr. Saccro. With Mr. Dillon, on the business of an effective admin- 
istration of this program. 

Senator Lauscur. What control does the Secretary of State have 
over you / 

Mr. Saccto. The head of the agency reports directly to the Secre- 
tary of State, or to Mr. Dillon, who has the delegation of authority. 

Mr. Betx. He has complete control. It is a question of what he 
has chosen to exercise. 

Senator Lauscuer. The Secretary of State now has complete con- 
trol ? 

Mr. Bet. That is correct. 

Senator Lauscne. Are you certain about that? 

Mr. Bei. Yes. 

Mr. Saccio. Yes. 

Senator Cartson. That is correct. Back in 1955 Congress did that. 


MANSFIELD PROPOSAL TO ABOLISH ICA 


Senator Lauscure. What would the Mansfield proposal then do, as 
you understand it, Mr. Saccio ? 

Mr. Saccro. I don’t know exactly. I am not sure I know the details 
of his proposal, but presumably we won’t have an entity called “ICA.” 

Mr. Bewv. I think Senator Mansfield, if I may interrupt, Senator, I 
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think he has in mind the fact that while ICA is under control of the 
State Department, that there are maintained two separate personnel 
systems. I believe that is what he has in mind. 

Senator Lauscue. That is all I have. 

Senator Cartson. I have two or three questions. I want to state 
that I think Mr. Saccio, Mr. Grant, and Mr. Bell have made very fine 
statements here this morning that will be helpful when this program 
is up on the floor of the Senate. 


MANSFIELD PROPOSAL RE DEFENSE SUPPORT 


We were talking about the Mansfield proposal. I would like to 
ask, Mr. Saccio, what you think would be the effect of the proposed 
amendment on the defense support that the Senator has submitted. 
What would happen if this proposal were passed ? 

Mr. Saccro. I think we eon have an extremely difficult problem 
in countries that are important to our immediate defense like Korea, 
Turkey, Taiwan, Vietnam. 

The basic programs in these countries are economic, it is true, but 
they are holding up and keeping level economies on which we depend 
if we are going to have this line covered. 

My own judgment is that we couldn’t do this job any other way. 
If we put in our own soldiers our people wouldn’t stand for it, and 
the people in those countries wouldn’t stand for it for any length of 
time. — 

If the soldiers are indigenous, they have an interest in protecting 
the country which they belong to. This is the best way to do it. 

Economic assistance is necessary, in my opinion, to accomplish that 
purpose. If we reduce the amounts, and intend to reduce economic 
aid in general, we are going to lose this structure. If we change this 
aid to loans, I think we are fooling ourselves, because these people can 
never pay us back, I don’t think, these amounts. 

Where it is development, where we are trying to add something 
else to the economy instead of just keeping it level, obviously we 
should put that on a loan basis, because then what we are thinking of 
adding to the economy are resources that make it possible to pay 
back loans, but this type of assistance is not that. 

Senator Carson. I take it from your statement, then, that elimina- 
tion of defense support in Korea, for instance, could have some very 
serious effects. ; 

Mr. Saccto. Very much so. 


UNIVERSITY CONTRACTS 


Senator Carson. Just one other item, and that is in regard to con- 
tract services. I am somewhat familiar with some of the contracts 
you have with universities and schools in the nation, particularly with 
some of the agricultural colleges. 

Is that program working out satisfactorily? Are we doing good 
work? Are we going to expand it ? 

Mr. Grant. Well, personally, I think the program on an overall 
basis with the universities is going extremely well. 

Now obviously when you put 50-odd American universities abroad 
on 79 different contract jobs, they have got to learn their way a little 
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bit on this new field, too. So that there has been a certain amount of 
trial and error that has been inherent in this. 

But I would say that one of the most successful parts of this pro- 
gram has been getting American universities to go abroad. Now 52 

ave gone abroad and work for us, and this has permitted us to do 
a number of things that we couldn’t do otherwise. 

First of all, as you know, many of the ablest university professors 
are reluctant to leave their universities to go on to Government hire. 
They lose their tenure, so this is a way of getting the services of this 
type of person. 

Reeondly, there is obviously a tremendous amount of competence 
and experience in, say, a land-grant college. If you wanted to de- 
velop an agricultural college in a foreign country, really the best 
source of getting this expertise comes out of our land-grant colleges, 
and they have got the administrative know-how and there may be 
five men in the field helping to develop a land-grant college, but they 
are backed up by the expertise and know- how of the entire land- 
grant college. 

Third, as these contracts end, a relationship has been established 
between American institutions and the institution abroad, so that 
you will get, we hope, and it has turned out in some cases already, an 
enduring relationship between the university of the United States 
and the one abroad that goes on long after our business is completed. 

Senator Carison. Having visited many of these underdeveloped 
countries, it seems to me one thing they need, if they are to improve 
their standard of living, is increased food production. It is on that 
basis that I am interested in some of these land-grant colleges. I 
think it is a program that ought to be encouraged if we are to get 
food into these areas. 

Mr. Grant. I think the American universities that have participated 
in this, which is the majority of the larger ones, take a great deal of 
pride and satisfaction in it. I think also there is some incidental 
benefit, which is that it has brought the American universities, which 
is where we are going to get our leadership people for the next genera- 
tion, it has brought them directly into contact with the rest of the 
world on an operative basis, and I think we will see over the next 
generation the benefits to the American universities coming out of this 
work in India, Ceylon, and Pakistan. 

Senator Cartson. I hope it is programed on a long-term basis. 
I don’t think it should be a year-to-year program. I think we are 
making some progress, and I want to commend you for it. 

Mr. Grant. Thank you. 

Senator SparKMAN. Senator Kennedy. 


DETERMINING GRANTS UNDER PUBLIC LAW 480 


Senator Kennepy. I would just like to go over a few basic ques- 
tions which will bring me up to date. 

In the making of Public Law 480 grants, what is the relationship of 
ICA to those grants?) Who makes that decision as to how much will 
be given to each country ? 

Mr. Saccio. Grants in food? 

Senator Kennepy. Yes. 
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Mr. Saccio. ICA has a major part in that, since we administer 
title II, the giving of food on an emergency basis, or school lunch 
programs and programs of that kind. 

Senator Kennepy. Let’s make it more specific. Who will decide, 
for example, what India will get in the way of Public Law 480? 

Mr. Saccio. That is a broader question because you are including 
not only the situation where you give food under title II of 480, 
but also where you sell it under title I. That is an overall decision 
made by the State Department, ICA, and Agriculture. There are 
other agencies that have a part in the decision as well. 

Senator Krennepy. In trying to decide what assistance we will give 
India in 1960—in talking about its foreign exchange problem, the 
total internal economic problem, and all the rest—we make a judg- 
ment as to what food commodities are going to be transferred to India, 
either by way of grant or by sale. How is that decision arrived at ? 

Mr. Saccto. Well, it is arrived at by, as far as the U.S. Government 
is concerned, a review of the sort of program we think we should have 
for India, and the food element is a basic element in it. That decision 
is made ultimately by the State Department, but it takes into consid- 
eration the factors of the ICA program—— 

Senator Kennepy. Is there a conference committee on Public 
Law 480? 

Mr. Saccro. This is done in the process of preparing the program 
for the country. 

Mr. Bei. May I add tothe answer ? 

There is an interagency committee on agricultural disposal which 
works out annually programs of how the Public Law 480 money is to 
be, the authority, divided among various countries. 

This committee has participation by State, ICA, and as Mr. Saccio 
said, other agencies. 

In working up the estimate for the mutual security program, we 
obtain from that committee its estimate, based on experience and infor- 
mation from the field as to requirements, as to what is a likely dimen- 
sion of Public Law 480 title I sales or grants under title II or III to 
that country. 

These projections are set forth in these books as a factor in deter- 
mining what the balance of payments adds up to be. 

Now in the specific case of India we have assumed pretty largely 
that commodity imports—that is, imports of agricultural commodities 
which are surplus in this country—which are required in India will 
be met through Public Law 480 sales, so that that component of their 
import budget can essentially be assumed to be covered. 

Senator Kennepy. Do they pay for those sales in local currencies? 

Mr. Bev. In rupees. 

Senator Kennepy. What do you plan to do with those rupees? 
They must be building up quite substantially in India. 

Mr. Bet. This is a problem Mr. Saccio was referring to. The 
uses that can be made to rupees are, of course, prescribed by law. At 
the time a sales agreement is negotiated, agreement. is also made as 
to the use to be made of rupees. These are general and in somewhat 
general terms. 
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USING PUBLIC LAW 480 LOCAL CURRENCIES FOR ECONOMIC 
DEVELOPMENT PURPOSES 


For example, you may reach agreement that a certain percentage or 
dimension of the sales ‘proceeds | can be used for financing loans for 
economic development under section 104(g). The loan agreement. 
may be concluded at the same time or may be concluded separately. 

The purposes for which those funds are to be used have to be worked 
out. It is a difficult problem in making loans for economic develop- 
ment because of the variety of factors, one of which Mr. Dillon 
referred to earlier in his testimony, which is the previous insistence 
on the maintenance of value in the loan agreements which countries 
have been somewhat reluctant to do. 

Senator Kennepy. What do you mean by that? 

Mr. Beit. They agree—the country must agree when it borrows 
this currency that it will repay it at the rate of exchange applicable 
at the date in the future when it is to be repaid, so if the value of the 
currency changes, the value of the obligation changes also. 

Senator Kennepy. It is at the date that the loan is made that the 
maintenance of value is agreed to ¢ 

Mr. Betu. Yes. 

Senator Kennepy. In the case of India, are you using this money 
toa pretty large extent ? 

Mr. Brut. We have been m: iking loans, yes, and we have been trying 
to work out ways to avoid making loans and to move further into the 
use of these funds for grants. 

As Mr. Dillon said in his testimony, we are hopeful that we have 
reached agreement in the executive branch for somewhat more gen- 
erous use of the waiver which is set forth in the law; the law provides 
that you can only make grants of these currencies for economic devel- 
opment if the President waives the requirements of section 1415 of 
the appropriations act. 

Senator Kennepy. Has he been waiving it ? 

Mr. Beti. There has been general reluctance in view of the way the 
law was written which indicated this should be the exception rather 
than the general practice. 

Senator Kennepy. Have you made any recommendations to us this 
year in regard to changing that law at all? 

Mr. Brut. I think the only recommendation that so far has been 
made is that by Mr. Dillon which was: If the intent of the Congress 
as to the extent to which this waiver power should be used was made 
more clear, it would be helpful. 

Senator Kennepy. At what percentage of value did you sell these 
agricultural commodities during the last year? I suppose they vary 
by commodity. Do you make a special price for the agricultural com- 
modities, or do you take a world price? 

Mr. Saccto. World price. 

Senator Kennepy. You sell them at world market price? 

Mr. Saccto. Yes. 

Senator Kennepy. And you say the recipient countries can pay 
back in local currency, but local currency must be kept as it was at 
the time of the sale, or at the time of the retainer ¢ 
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Mr. Bex. That had been the practice, but it has been agreed in the 
executive branch we will no longer require it. 

Senator Kennepy. The President can make a waiver; otherwise 
they could not be loaned for some economic development. 


STATUS OF U.S. HOLDINGS OF INDIAN RUPEES 


What is happening in the case of India? How many rupees do you 
have, do you know, in dollar value? It is a large sum, is it not, and 
growing larger? 

Mr. Saccro. It is being used but 

Senator Kennepy. Is a good deal of it frozen? 

Mr. Saccio. No. 

Senator Kennepy. It is not frozen in India? 

Mr. Saccio. The problem is the repayments on these loans and the 
reluctance of the country to borrow from us the local currency paid 
for the surplus agricultural products. 

Senator SparKMAN. May IJ ask a question / 

Senator Kennepy. Yes. 

Senator Sparkman. It probably was answered awhile ago. 

When you say they are not frozen, do you mean by that they are not 
actually separated from the treasury of the Indian Government or the 
other governments, and that it is a bookkeeping transaction 4 

Mr. Saccio. No, the word “frozen” means holding the money after 
it is paid to us; that is, we would not lend it back. But we are lending 
it back as much as we can. 

Senator SparRKMAN. When we sell to them for a certain amount, do 
they actually transfer those rupees to us? 

Mr. Saccto. Yes. They are in our Treasury. 

Mr. Beuu. Yes, in the U.S. Treasury account. 

Senator SparKMAN. They are? 

Mr. Saccro. This is different from counterpart. Counterpart is in 
their treasury. 

Senator SparKMAN. Yes. 

Mr. Beuu. These are sales, and sales in local currency must be de- 
posited to the account of the U.S. Treasury, and it is handled by U.S. 
disbursing officers in U.S. Embassies abroad, and the use of these ac- 
counts is governed by the provisions of the agreement and by the pro- 
visions of the law. 

Senator Sparkman. It seems to me it becomes highly important 
that we keep programs moving in order to keep those rupees in service. 

Mr. Saccio. Sir, we have done everything possible to speed the use 
of these local curriencies and, as Mr. Bell has indicated, we have taken 
the additional step of using the waiver authority more liberally so 
that they be put out as grants instead of loans. 

This is one of the problems that we have when we insist on loans; 
they would rather let you keep the local currency in our possession and 
use their own. 





GERMAN NATIONALS EMPLOYED IN TURKEY 


Senator SparKMAN. Here is a letter that came to Carl Marcy from 
the office of Senator Symington. I will just read this much of it. 

The essence of the letter is that the military, as well as private com- 
panies with which they contract in Turkey, “have been importing into 
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Turkey substantial numbers of German employees and paying them 
rather high salaries.” 

This letter goes on to state that Turkish employees of comparable, 
and in many cases superior, ability could be employed for less money. 

The point being made is that this importation of labor is an irritant 
and is luintinn some of the good will between the United States and 
Turkey. 

I wonder if between you and the Defense Department you might 
check into that. Would you like to take the letter? 

Mr. Saccro. Thank you very much. 

(The following information was subsequently supplied for the 
record :) 

EMPLOYMENT OF GERMAN NATIONALS IN TURKEY 


In answer to a query on the above subject from the Department of Defense, 
the U.S. military mission in Turkey reported that it was considered by the 
U.S. Embassay that the employment of German nationals in Turkey has no 
adverse effect on United States-Turkish relations. It was noted that the majority 
of the Germans employed in Turkey, numbering approximately 200, work for 
the Tumpane Co., a support contractor who also utilizes nearly 2,000 Turkish 
employees. The Germans are used as substitutes for American personnel in 
supervisory capacities for mess supervision, motor maintenance, and other duties 
for which there is no abundant supply of similar skills in the local labor market. 
This contractor has an on-the-job training program underway to permit greater 
utilization of Turks in technical fields. The average annual salary for the 
Germans includes a Turkish lira cost-of-living allowance which makes their 
pay approximately 30 percent greater than that received by those Turks whose 
competence permits them to occupy comparable positions. This wage is less than 
would be required for Americans if employed by the contractor. The Ankara 
officer’s mess has five Germans serving in the kitchen and dining room, and 
the NCO mess has three, their average salary being less than $200 per month. 


COMMITTEE PROCEDURE 


Senator SparKMAN. May I announce that the committee will meet 
this afternoon in executive session at 2:30. Former Senator H. Alex- 
ander Smith of New Jersey will be here. He has been on a very long 
trip. I believe he told me the other day it was about 30,000 miles 
covering the Far East and a great part of Asia, and he is going to be 
with us this afternoon. 

Tomorrow we will meet in room 4221, and it will be a public session, 
to hear nongovernmental witnesses on mutual security. 

If you will take over, I will go. In the absence of the chairman, 
before I leave, however, I would like to insert in the record a letter 
which he wrote to the International Cooperation Administration on 
April 13 and a reply thereto which has now been received. 

(The letter from the chairman and the reply thereto from the ICA 
and its unclassified enclosure follow :) 


APRIL 13, 1959. 
Hon. JAMES W. RIDDLEBERGER, 
Director, International Cooperation Administration, 
Washington, D.C. 


DEAR MR. RIDDLEBERGER: As you know, for the past several years reports of 
the Comptroller General of the United States to the Congress regarding mutual 
security programs have been most critical. I refer in this connection, by way 
of example, to the recent report on the economic and technical assistance pro- 
gram for Pakistan. That report refers to delays, lack of planning, and lack 
of coordination of programs, and states that the annual level of aid to Pakistan 
has been beyond the absorptive capacity of that country. 
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Now I realize that these General Accounting Office reports are difficult to use 
in appraising foreign-aid policy because in listing a series of administrative 
shortcomings they do not answer such questions as: 

(1) Are these administrative mistakes the normal kind which would be 
made by any organization attempting the same job (and therefore not sus- 
ceptible of legislative correction) or is the system of administering aid 
basically wrong? 

(2) Should any major foreign-aid policies be changed ? 

(3) Was ICA correct in citing political or economic necessities as out- 
weighing or excusing administrative errors? 

(4) What would be the administrative, economic, and political costs of 
establishing administrative machinery to guard against a repetition of the 
administrative errors cited by the General Accounting Office? 

It seems to me that during the hearings this year on the mutual security pro- 
gram, it is essential that the committee receive, in public as much as possible, a 
complete and candid report on the alleged shortcomings and failures which have 
been reported by the Comptroller General over the past 2 years together with 
answers to questions like those which I have just posed. I ask, therefore, that 
ICA prepare, for use of the committee an itemized listing of the Comptroller 
General’s adverse findings with respect to the mutual security programs and the 
ICA’s comments thereon. 

There has been increasing criticism of the administration and operation of 
the mutual security programs. I hope that the report which ICA will give me 
in response to this request will satisfy members of the committee and the Senate 
who agree with the objectives of the programs which have developed over the 
past few years but who are increasingly concerned that the constitutional func- 
tion of the Congress of checking on policy and operations in the critical field of 
foreign aid is not being properly discharged. 

Very truly yours, 

J. W. FULBRIGHT, Chairman. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., May 18, 1959. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Committee on Foreign Relations, 
U.S. Senate, Washington, D.C. 

DeaR SENATOR FULBRIGHT: There is attached an unclassified and classified 
report of ICA actions taken in response to GAO audit findings over the past 2 
years requested in your letter of April 13, 1959. 

We will respond separately with answers to questions like those posed in your 
April 13 letter to Mr. Riddleberger. 

We have also transmitted the material relating to the ICA audit program re- 
quested by Senator Humphrey during Mr. Dillon’s testimony before your com- 
mittee on May 4, 1959. 

Sincerely yours, 
L. J. Saccto, Acting Director. 
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GAO AUDIT REPORT ON UNITED STATES ASSISTANCE 
PROGRAM FOR KOREA, TRANSMITTED TO ICA ON 


JUNE 24, 1 


GAO FINDING 


The ICA-financed commodity import program was burdened by various 
undesirable procurement practices. (pp. 22, 54) 


ICA ANSWER 


A great deal might be written with respect to the problems and corrective 
steps taken in the procurement area. It is important to note that the so-called 
malpractices of Korean importers mentioned in the report appear to stem from 
information developed by a special ICA investigative team which was directed to 
review approximately $2,000,000 worth of commercial procurement in connection 
with which the Agency suspected deficiencies or irregularities out of a total 
of $200,000,000 worth of such procurement during the fiscal years 1954, 1955 
and 1956. As a result of this investigation improved controls were established, 
such as more extensive audit and end-use activities, increased local currency 
payments by importers, and the adoption of a more realistic rate of exchange. 
Administrative funds were increased for the purpose of financing a larger Mission 
Controller activity. A technical assistance project was instituted to help 
Korea improve its procurement and supply policies and procedures. These activi- 
ties are having beneficial effects. 


GAO FINDING 


The fertilizer import program failed to achieve some of its basic 
objectives. (pp. 23, 59) 


ICA ANSWER 


The fertilizer import program achieved its principal objective of increasing 
ROK food production. Reports of a blackmarket in fertilizer, largely conjec- 
tural and which could be attributed primarily to private commercial imports, 
reflect the inadequacy of funds to purchase sufficient fertilizer to satisfy the 
demand, in addition to the problem of procurement and distribution. Considerable 
improvement in distribution became apparent as the Office of Supply, Republic of 
Korea (OSROK), gained experience. Further improvement is expected as the result 
of the full-time assignment of two Office of the Economic Coordinator (OEC) staff 
members to fertilizer activities. Plans to recruit additional provincial agri- 
cultural U.S. personnel for this program are now being implemented. The state- 
ment that fertilizer sales did not produce the expected cash proceeds for program 
purposes is considerably out of date. As of February 8, 1957, 80 per cent of 
proceeds due on the over-all program had actually been collected. The ICA Mission 
in Korea reports (April 1959) that all hwan deposits for commodities imported 
through the Bank of Korea have been accounted for, and that reconciliation of the 
small percentage of deposits for ROK Office of Supply procurement still unaccounted 
for, is substantially completed. 
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GAO FINDING 


Administration of local currency counterpart funds hampered in 
several respects; no orderly programming; no accounting fér sales 
proceeds; no systematic accounting by project; no up-to-date 
audit; no agreement with ROK on repayment of loans from counter- 
part account. (pp. 25, 73) 


ICA ANSWER 


The charge that administration of counterpart funds has been deficient 
in several respects is not considered justified. Advance programming of 
counterpart availabilities and requirements is not an exact science, partic-— 
ularly in the early stages of a program when proceeds of commodity sales are only 
beginning to be collected and project commodity arrivals are very sporadic. 
However, since the late Spring of 1956 when collections consistently began to 
exceed expenditures, implementation of projects was not slowed down by short- 
ages of counterpart but by the adoption of policies designed to improve project 
engineering and, financing. 


As counterpart account activities increased with growing arrivals of aid 
commodities, detailed procedures were further developed and refined under guid- 
ance from the Combined Economic Board. We were surprised to note the statement 
that "no agreement had been reached with the Korean Govermment on the dis- 
position of repayments of loans from the counterpart account” since the Agency 
had previously pointed out to the General Accounting Office that a comprehensive 
agreement reached in early 1957 provided for utilization of loans or interest 
payments only as authorized by the Combined Economic Board. Thus the U. S. was 
given the same measure of control over the use of loan repayments as it has over 
the use of counterpart. 


GAO FINDING 


Required successive increases of funding in rehabilitation of 
Hwachon Dam, raising original contract from 5.3 million to close 
to 9 million dollars. (pp. 26, 93) 


ICA ANSWER 


The rebuilding of this dam was made necessary by war damage, the extent 
of which was not evident when the project was initiated. Increases in contract 
costs resulted from more detailed investigation of structural conditions as 
work progressed. In addition, repair work was delayed during the first quarter 
of FY 1957 by flood water spilling over the surface of the dam and by a flood 
which did additional damage to both the structure and to some of the repair 
work already started by the contractor. The completion of this project in 
November 1957 added approximately 27,000 KW of generating capacity to Korea's 
electric power system. 
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GAO FINDING 


Unrealistic planning and financing of telecommunication projects. 
(pp. 27, 97) 


ICA_ ANSWER 


Unrealistic planning and financing were not the principal reasons for 
delays in implementing communication projects; rather, the greatest difficulty 
was in meeting delivery schedules in view of the high priority given to U.S. 
miiitary orders for other programs. In addition, it was originally planned to 
procure certain open wire materials locally. Since this was not possible it 
became necessary to re-engineer and revise some projects. 


GAO FINDING 


Some technicians in Korea consider site selected for construction 
of Fertilizer Plant No. 1 undesirable. (pp. 27, 104) 


ICA ANSWER 


The site selected was one of approximately 14 sites considered by the 
Chemical Construction Company, a subsidiary of the American Cyanamid Company 
and one of the oldest U. S. firms in the field of synthetic nitrogen design 
engineering. This company was then under a contract with UNKRA to make a 
fertilizer plant study. The field work was carried out by a team headed by 
Dr. D. H. W. Felch, a vice-president of C.C.C., and included (1) L. V. Kattenecker, 
a civil engineer experienced in site selection, structures, foundations, etc., 
who had participated in the design and construction of fertilizer plants by C.C.C. 
in India, Egypt and Mexico; (2) Richard Kilpert, a civil engineer experienced in 
water supply, treatment and distribution and skilled in water analysis under 
difficult field conditions; and (3) Jules DeW. Mayer, C.C.C. representative in 
the Far East who had spent 42 years in the Orient as a planter and an agricul- 
tural expert. Actual selection of the final site was made by the Koreans and 
was one of three sites found feasible by the survey group, although it was not 
their first choice. This particular site was selected by the Republic of Korea 
because of (1) its availability to water, (2) proximity to indigenous coal 
deposits, and (3) security reasons. 


GAO FINDING 


Fertilizer Plant No. 1 to use commercially untried process in 
manufacturing fertilizer. (pp. 27, 104) 


ICA ANSWER 


Both ICA and OEC were appreciative that in neither place did the Agency 
have adequate knowledge to make the technical decisions required to protect 
U.S. interests in this matter. It was therefore decided to rely on the counsel 
and advice of the National Research Council in the United States on the basis 
that the Council had the adequate technical knowledge required to make a deter- 
mination as to the best type of process. This Agency was governed by their 
decision. 
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GAO FINDING 





ICA obligated funds for second fertiliser plant before determining 
(1) kind of fertilizer, (2) type of raw materials, and (3) plant 
location--premature obligating of funds. (pp. 28, 107) 


ICA ANSWER 


Of FY 1956 funds in the amount of $19 million originally obligated for this 
project, al] ‘ut $43,000 has been deobligated. The latter sum was subobligated 
for comprehensive survey to determine the type of fertilizer to be manufactured, 
site location, power and other requirements. Detailed comments on the above 
were pr-viously furnished to General Accounting Office. 


GAO FINDING 





The ».ocsram for rehabilitation and expansion of small industries 
in Korea did not receive necessary technical review and advance 
planning. (pp. 29, 110) 


ICA ANSWER 


The srail industry program represents an important effort to promote pri- 
vately owned and managed enterprise. 


The problems associated with the initiation of this sector of the program 
have largely been solved. New procedures, based on thorough technical and 
financial analysis, were instituted by the Combined Economic Board for financing 
small and medium enterprises. Activation of the overall management engineering 
contract and additions to the OEC staff have permitted a systematic on-the-site 
rev.ew of each project and examination of technical and managerial plans. Asa 
result, detailed planning and implementation of projects in the private sector 
have been greatly improved and accelerated. 


GAO FINDING 


Program of rehabilitation for Seoul National University not 
promptly implemented. (pp. 29, 130) 


ICA ANSWER 


Funds were not provided to the University of Minnesota to procure labora- 
tory equipment until FY 1956. 


The FY 1956 increment of funds for materials and supplies for rehabilita- 
tion and construction of buildings and the procurement of laboratory equipment 
and supplies has been used for two main purposes: (1) the University of 
Minnesota under a turnkey type of contract procured $1.5 million of laboratory 
type equipment and supplies which subsequently arrived in the ROK (under this 
contract, the University screened all requirements consistent with actual need, 
effected procurement, and arranged shipment to coincide with arrival of U. S. 
technicians in specific fields); (2) rehabilitation and construction supplies 
procured by the ROK and GSA which totaled more than $1 million. 
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GAO FINDING 
Lag in Housing Project for agency's overseas personnel. (pp. 31, 135) 
ICA ANSWER 


Comments on housing do not accurately reflect developments in this field of 
activity. While some compromises and modifications in plans were necessary tc 
adjust to changes in conditions, requirements, and available resources, and 
examination of all the facts involved shows that the judgments applied in im- 
plementing these projects on the whole were sound and contributed toward resolving 
the quarters shortage: 


(1) The four OEC residential halls, the dining hall and the utility building 
have been completed, and are now fully occupied. Even though these quarters might 
be descri»ed as austere, members of the OEC staff using them have not complained. 
The total cost of constructing these facilities was $300,000 less than originally 
estimated. 


(2) Contracts were subsequently awarded for the construction of 157 family- 
type housing units for OEC personnel with dependents and for supporting facilities, 
including schools, commissary and hospital in conjunction with the Military Assist- 
ance Advisory Group. As of April 1959, 125 of these units had been completed and 
occupied. The remainder are scheduled for completion this month (May 1959). 
Construction of the supporting facilities is also nearing completion and they are 
expected to be in full operation by September. 


These improvements in facilities enabled ICA to extend the tour of duty from 
one to two years for the OEC staff and considerably improved recruitment results, 
These developments stepped up the rate of program implementation and have con- 
tributed to its effectiveness. 


GAO FINDING 


Unsatisfactory procedures for purchase and control of adminis- 
trative supplies and equipment. (pp. 32, 146) 


I... ANSWER 


While we recognize that certain deficiencies did exist in administrative 
se’ ice functions, in the early period when functions were being transferred 
froa military and UN agencies and OEC was still inadequately staffed, it is our 
initial impression that the statement implies more operating and control defi- 
ciencies than did in fact exist. later inquiry brought out a recognition by the 
General Accounting Office that the Agency had recognized and initiated corrective 
steps with respect to the deficiencies noted by the auditors. 
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GAO REPORT ENTITLED EXAMINATION OF 
ECONOMIC AND TECHNICAL ASSISTANCE 
PROGRAM FOR LAOS, TRANSMITTED 


OCTOBER 8, 1958 


GAO FINDING 


Negotiate with LAOS a realistic exchange rate at which dollar aid 
funds are converted into local currency. (p. 19) 


ICA ANSWER 


After almost a year of negotiations between the United States and the Laos 
Governments, agreement on monetary reform was concluded on September 30, 1958. 
Through an exchange of notes between the United States and the Laos Governments, 
the latter has undertaken to adopt the U. S. proposal for monetary reform which, 
to be fruitful, the U. S. insisted must be based on the following three 
principles: 


l. Free convertibility 
2. Elimination of all licenses 
3. One exchange rate for all transactions 


On the basis of the above, the Royal laos Government issued on October 10, 
1958, a presidential decree instituting monetary reform in Laos, the main 
features of which are as follows: 


1. Elimination of all controls and restriction on foreign trade. 
2. Suspension of all required formalities for financial transfers. 


3- Stabilization of the kip, by authorizing the National Bank of Laos 
to buy and sell the U.S. dollar freely for kip in cash at a unitary 
rate of 80 kip to US$1.00. 


4. Authorization given to all banks to deal freely in all kinds of 
foreign exchange at rates to be determined on the basis of supply 
and demand. 


The adoption of monetary reform by the Royal Laos Government on the bases 
mentioned above should benefit the country in both the short as well as the long 
run, thus helping it to derive the maximum benefit of the aid program. Among the 
benefits which will accrue to the country through monetary reform, the following 
are considered noteworthy; 


l. The adoption of a more realistic rate of exchange of 80 to 1 with 
free convertibility has eliminated the disparity previously existing 
between the official rate and the free market rate which in the past 
provided opportunity for speculators and invite? diversion of imported 
commodities. Thus, elimination of black market conditions should be 
accomplished. 
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2. The removal of exhange restrictions and trade controls has helped 
eliminate graft and corruption previously experienced in the Lao 
goverrment bureaus concerned and at the same time released personnel 
seriously needed for other government activities. 


3- The institution of free convertibility at a realistic rate of 
exchange has helped to create conditions more favorable to economic 
stability and confidence in the kip. At the same time, it provides 
incentive for domestic investments as well as encouragement for the 
development of exports. 


4. Above all, the adoption of monetary reform by the Lao Government 
was an essential step toward assuring the country of the maximm 
benefit of the aid it receives which, in turn, would assist in the 
development of the economic resources of the country. 


5. At the new rate of exchange, the dollars provided for the aid 
program would go further, and savings in budget support could be 
applied to the development of projects needed and desired by the 
Lao Government 


It is to be noted that the U. S. Government almost a year ago made its 
position amply clear on the necessity for monetary reform and only agreed to 
continue the aid under an interim arrangement with the Laos Government, the 
latter undertaking to deposit the cash grant aid dollars in a blocked account 
and to refrain from utilisation of the dollars pending resolution of the monetary 
reform problem. Under this interim agreement the laos Goverrment upon its receipt 
of the cash grant dollars deposited kip in the counterpart deposits to be subject 
to adjustment upon agreement on monetary reform and the establishment of a new 
rate of exchange. 


As a result of this interim arrangement, and on the day monetary was con- 
cluded between the United States and the Laos Govermment, the blocked dollars 
totaled $21.9 million. Consequently, on the basis of the new rate of exchange 
of 80 kip to US$1.00, the Royal Laos Government deposited in the counterpart 
account an amount of 985 million kip representing the difference between the 
35 kip per dollar already deposited and the new rate of 80. 


While monetary reform has to a great extent eliminated abuses and mal- 
practices in the import program, and has somewhat reduced the size of the aid 
program, there remain several problems to be resolved in the light of the present 
Laos free economy. 


As a result of the adoption of the new rate of exchange of 80-1, a drastic 
reduction of imports is to be expected due to the removal of the incentive to 
divert and re-export and the lesser inducement to import at a realistic rate of 
exchange. Under such circumstances, an inevitable readjustment in the value of 
imports from the yearly average of $30 million to that of $12-15 million will 
be forthcoming. Furthermore, under the free system importers will have less 
inclination to use the PA system. 


With this in view, the United States and the RLG have agreed to maximize the 
use of the PAs by the adoption of various measures which would make the PA systa 
more attractive to importers. Among such inducements were the lowering of the 
initial kip deposit requirement at the National Bank from 25% to 10%, also the 
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lowering of the commission charged by this institution from 4% to 1/10. 

Despite such steps, there still exists a hard core of reluctance on the part of 
the importers to use the PAs, mainly because of their inability to comprehend 

ICA regulations and procedures. They find them complicated and cumbersome, and 
so do their suppliers, many of whom are located in neighboring countries, such 
as Thailand, Hong Kong, and Japan. In this connection, it has been noted that 
since the new PA procedure has been put into effect, there still seems to be 
little demand for PA financing except for POL imports. POL is usually imported 
in large quantities by foreign oil companies supplying POL products on a world- 
wide basis and they are accordingly familiar with ICA regulations and procedures. 


Further, and of more importance, the Laos Government already maintains that 
the required controls and need for improved procedures on their part relative to 
the administration of the commodity import program under the PA procedure, as 
well as the advocated expanded activities in end-use and audit by ICA and Laos 
to prevent and detect misuse of ICA aid funds, are inconsistent with the princi- 
ples upon which the monetary reform is predicated. In the event the pattern of 
slow utilization of the PA procedure should continue - and at present it appears 
that this is likely to be the case - the Mission may be obligated to resort again 
to the use of cash grants for the generation of necessary counterpart, probably 
before the end of this fiscal year. In such an eventuality, the United States 
will then be faced with the question as to whether on the basis of the monetary 
agreement stipulated with the Royal Laos Government, the Mission can, especially 
at this stage, require the institution of controls, and exercise such controls, 
also relative to the use of cash grant funds. Such position may likewise be held 
by the Laos Government to be even more inconsistent with the monetary agreement. 
If the U. S. decides to insist upon the application of controls over dollar cash 
grants, such action could undermine the positive accomplishments which have taken 
place since the monetary reform went into effect and perhaps have an immediate 
adverse effect upon the execution of the U.S. aid program to Laos. 


GAO FINDING 


Establish . . . effective controls over the use of cash grant 
dollars. (p. 26) 


ICA ANSWER 


The statements contained in the report do not appear to be entirely accurate 
and factual. In the matter of review and observation of ICA financed assistance 
by means of cash grants, since June, 1956, ICA/W had explicitly maintained that 
the agency had the right and the duty to concern itself with the use by the Laos 
Government of the dollar cash grants, in addition to its acknowledged interest in 
the use of the kip equivalent deposited to the Special Account. This is true even 
on the basis that they are dollars which have become property of the Laos Govern- 
ment prior to allocation to importers. The basis for ICA interest in proper use 
of dollars is to be found in the exchange of notes dated July 6, 1955, the salient 
provisions of which read as follows: 


"2. In accordance with the principle stated in Article III of the Economic 
Cooperation Agreement, the Royal Government of Laos will provide such 
detailed information as may be needed by the Government of the United 
States regarding the operations of the National Bank of Laos, as these 











860 MUTUAL SECURITY ACT OF 1959 


operations relate to the use of assistance furnished by the Goverment 
of the United States. In addition the Royal Goverrment of laos will 
enter into consultation, at the request of the United States, with duly 
authorized representatives of the Government of the United States to en. 
sure the effectiveness of the measures adopted by the National Bank for 
the efficient use of funds derived from United States financial assist- 
ance. 


",. Such foreign exchange as may be made available by the Goverrment of the 
United States will be used only as may be agreed upon between our two 
Governments." 


Moreover, the matter of the right of observation and review by the United 
States for the proper utilization of U.S. aid is clearly defined in the Bilatera) 
Agreement stipulated between the United States and the Royal Laos Goverment and 
precisely in Article 4 which states that "the Royal Government of Laos will 
further give full cooperation to the special Mission, including the provision of 
facilities necessary for observation and review of the carrying out of this agree. 
ment, including the use of assistance furnished under it." 


The only qualification with respect to observation of the utilization of U.S, 
dollars arising from cash grants is the fact that since ICA Regulation #1 is not 
deemed to be applicable to cash grants, conventional end use checks prescribed 
by ICA regulations are not required, and the question of refunds on the part of 
the Laos Government does not materialize in the event of "unsatisfactory" utili- 
zation. 


It would appear that the deficiencies observed in the subject area are pri- 
marily a result of the failure on the part of the Laos Government to implement 
their agreement, rather than an act of omission on the part of ICA. Contributory 
causes to the lack of adequate observation by the Mission are to be found primarily 
in the personnel staffing deficiency of the Mission at the time, discussed 
elsewhere herein. 


GAO FINDING 


(Action is required to effect) -- Improved procedures of the LAO 
Government in the administration of the commodity import program and 
to expand end-use and audit activities by ICA and Laos, to prevent 
and detect misuse of ICA aid funds. (p. 37) 


ICA ANSWER 


The Agency agrees that end-use activity conducted in laos in the period 
under review has been limited in scope and has covered only a minor amount of 
commodities involved in the import program. Admittedly, the primary reasons for 
such deficiency are to be found in the inadequate staffing of the Mission 
Controller's Office as well as in the attitude of the Laos Government with respect 
to end-use/audit observation of utilization of aid funds. 


The Mission advised that lately the Laos Government has been more cooperative 
in permitting examination of records for audit purposes. Arrival notices are now 
being received under PIO/Cs. There is, however, still a marked reluctance to 
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permit inspections and there still exists a lack of information on commodity 
arrivals and disposition thereof, particularly insofar as commodities purchased 
with cash grants are concerned. In Controller Report No. 30, dated 9/15/58, 
recommendation was made to apprise the Laos Government as to the need of sub- 
mitting detailed information on commodities purchased with cash grants. 


Below is a comparison of the present staffing of the End-Use and Audit 
Branch of the Mission Controller's Office with that existing as of December 31, 
1957: 


December 31, 1957 November 30, 1958 
Third Country Third Country 
American Nationals American Nationals 
End-Use & Audit Branch 

Chief 1 - 1 “ 
Secretary - 7 - 1 

Audit Section - 1 1 2 
End-Use Section 7 3 Li 2 
Total 2 5 3 > 





% Arrived September, 1958 
tHe One started September, 1958 
wt = Started May, 1958 


It is obvious that practically no significant increase in personnel has been 
effected between the stated dates. As the Laos Government has in several instances 
indicated its unwillingness to have third country nationals perform audits and end- 
use investigations, it is believed that to implement in an adequate fashion the 
control functions required of the Mission the above staffing should be increased 
at least by three Americans, i.e., one in the Audit Section and two assigned to 
end-use work. Owing to the long delays usually experienced in effecting either the 
transfer of trained personnel from other Missions, or the recruitment of new person- 
nel with proper background, training and experience, the USOM Controller has already 
submitted his recommendations to ICA/Washington. 
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Following is a summary of the counterpart audits performed by the 
Mission to date: 


Projects Financed from Counterpart Funds 


Amount No. of 

Major Field Programmed No. of Disbursed Audited Projects Percent 
of Activity Amount Projects 10/31/58 Amount Audited Audited 
10-Agri.& Natural 

Resources K 62,579,477 22 K 42,786,973 K 21,726,836 1 51 
20-Industry and 

Mining 20,957,397 . 18,521,245 7,357,300 1 40 
30-Tran portation 260,145,604 15 169,319,589 84,169,934 1 50 
50-Health & Sani- 

tation 29,645,835 9 21,525,099 -O- -0- —O- 
60--Education 70, 572, 767 G 46,185,002 ~0- -0- -0- 
70-Public Admin. 41h, 614,041 18 295,529,265 117,938,073 2 40 
80-Community Devel. 118,348,943 13 105,609,670 20,192,306 2 19 
90-General & Misc. 14,083 ,915 4 17,313,517 2,933,990 |] 17 








Total 290 947.979 97 71.6 .971,160 (254.329 ,447 8 35 


The USOM Controller's Office is presently preparing a projection of the 
audit program to be undertaken within FY 1960. 


GAO FINDING 


(Corrective action is required to achieve) -— Adequate planning of project 
activities in cooperation with the recipient country and the furnishing of 
technical assistance necessary to an effective carrying out of the pro- 
jects. (p. 46) 


ICA ANSWER 
Corrective measures are being intensely pursued by the ICA Mission in Laos to 


accomplish more adequate planning and more effective implementation of all project 
activities. Principal among these measures are: 


a. Increased efforts to counsel all RLG officials involved in U.S. aid 
activities, in order to: 


(1) bring about better understanding of U.S. objectives, rights, 
criteria, regulatory requirements, etc., and 
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(2) promote better cooperation and more favorable attitude 
toward technical advice and guidance rendered by USOM 
officials, so that tangible improvements may be pregres- 
sively achieved thru full utilization of the technical 
advisory facilities offered under the U.S. aid program. 


b. Increased briefing and to a certain extent, on-the-job training 
of all U.S. project technicians with the end in view of acquiring: 


(1) fuller knowledge and familiarity with program implemen- 
tation operational criteria, procedures, regulations, and 
restrictions and 


(2) better understanding of operational duties and responsi- 
bilities expected of project technicians in the adminis- 
tration of project activities, from project inception through 
project completion, particularly with respect to funding, 
financial requirements, technical review and inspection of 
progress of operations under projects. 


ce the development, for adoption by the RLG, of sound standards, 
criteria, procedures and guidelines pertinent to procurement of commodities/ 
supplies/equipment and to the awarding of contracts where ICA financing is 
involved, either with U.S. dollars or local currency, and 


d. improved control procedures pertinent to the programming, release, 
and utilization of réleased counterpart funds, conducive to adequate and orderly 
administration of, and sitpervision over, the counterpart program. 


GAO_ FINDING 


(Corrective action is required to establish) — Orderly budgetary and 
financial procedures by Laos for the use of generated local currency 
and adequate reviews by United States representatives. (p. 44) 


ICA ANSWER 


As we have previously advised the GAO, counterpart control system was in 
effect in Laos from the beginning of program operations under the "Indo-China 
Mission" based in Saigon. Common procedures were followed for counterpart control 
in all of the three Indo-China countries. Briefly, this system involved expendi- 
ture accounting by the Lao Government with detailed monthly réports listing ex- 
penditures on a cumulative basis by months and by projects and sub-projects. With 
minor exceptions, all counterpart releases made by USOM/laos were on a monthly 
basis and based upon a review of the monthly reports, project by project, both by 
the Controller, USOM/Laos, and by the Technical Division Chief responsible for the 
management of each individual project. 


While audits of counterpart expenditures were not carried out to a sufficient 
degree, particularly in the early years of the program, due to a shortage of audit- 
ing staff, the control of monthly counterpart releases was effective primarily 
because of the responsibilities of the USOM/laos Projec’. Managers. These officers 
were called upon, from an early date, to give their affirmative approval of monthly 
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counterpart releases based upon their intimate working knowledge of project 
activities and progress and their review of reports on expenditures to date. On 
certain occasions, and based upon the recommendations of the relevant Project 
Managers, it was found necessary to withhold releases of counterpart for specifiy 
projects until certain recommended actions were taken by the Lao Government. 
This control device was used whenever it was found to be necessary and did pro- 
duce the desired results in almost every case. 


The Mission Controller has undertaken a thorough review of present criteria 
and procedures governing the utilization of project counterpart funds, with the 
end in view of refining present guidelines and controls so that more adequate 
supervision can be exercised by the Mission over the release and expenditure of 
project counterpart funds and the budgeting therefor by the RLG. It is expected 
that the review will result in: 


a. the submission by the RLG of thorough justification in support of pro- 
ject budgets, consisting of detailed breakdowns of estimated requirements and 
costs under each element of cost of the projects, and 


b. the revision/addition of documentation/reporting requirements under each 
project including, particularly, monthly submission of detailed project fund 
status reports, together with statement of depository institution and reconcilia- 
tion therewith, 


c. the extension of the requirements outlined in (a) and (b) above to each 
CEA (Counterpart Expenditure Authorization) under a given project, if warranted, 


d. the submission of progress reports under each project, in conjunction wt) 


the submission of monthly fund status reports, 

e. certification by the U.S. project supervisor for each release of funds 
requested, to the effect that physical progress of the project has been checked 
and that the release of additional funds is recommended, 

f. the establishment of definite deadlines for all projects for: 

(1) the receipt of budget-applidations for counterpart funds, 
(2) the actual obligation of funds, 
(3) the expenditure of funds, and 


(4) ‘the refund of unexpended balances to the special counterpart 
account. 


g- intensified audit of project counterpart funds, compatible with Control- 
ler's Office end-use/audit personnel strength. 


Pending formulation of formal recommendations by the Mission Controller pur- 
suant to the foregoing review, the Mission is already enforcing the requirements 
outlined in (a) through (e) in the preceding paragraph. Additionally, in order to 
have a firm starting point in the accomplishment of more orderly administration of 
the counterpart program, the Mission has requested the HLG to close all FY 1957 
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and prior Fiscal Years projects and to refund to the special counterpart ac- 

count all unexpended balances thereunder. Such action was prompted by a limited 
examination of the LAOS/Treasury and Commission for the Plan project accounting 
records, performed by the Controller's Office. With respect thereto, the Mission 
Controller is also in process of foriulating definite audit recommendations, with 
the end in view of ultimately attaining proper administration of counterpart 

funds on the part of the RLG, and adequate control and supervision thereof by this 
Mission. 
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GAO LETTER, B-132946, COMMENTING 
ON CERTAIN PROBLEMS IN SPAIN, TRANSMITTED 


_TO THE ICA DIRECTOR ON JANUARY 13, 1958 


GAO FINDING 





That the scope of end-use audits was not adequate, with six suggestions 
for improvement. 


ICA ANSWER 


End-use investigations and audits 


This Agency is appreciative of the comments and suggestions on end-use and 
was pleased to note GAO's recognition of the prompt attention given <-o the find- 
ings and recommendations of the internal auditors. As the Internal ..udit Report 
indicated the Agency was not satisfied with the end-use audit coverage in Spain 
and, as has been acknowledged, corrective actions have been taken or are being 
effected as expeditiously as possible. As noted, the shortcomings in the Spanish 
end-use audit program were primarily attributed to a lack of staff. We are 
pleased to report that the staffing problems that confronted the USOM/Spain at 
the time the Internal Audit was conducted in December 1956 was acted upon in the 
same month and alleviated in part by the temporary assignment of end-use investi- 
gators to the USOM for periods in excess of ninety days. This permitted an ac- 
celeration of end-use coverage by the USOM. 


Subsequently, one of these investigators was permanently assigned to the 
USOM to concentrate on audits applicable to commodities supplied under P.L. 480, 
the Agricultural Trade Development and Assistance Act of 1954, as amended, to 
the extent of the Agency's responsibilities as assigned under that Act. 


To further the end-use audit program in Spain in October 1957, an increase 
in the local personnel ceiling of the USOM was authorized for the employment of 
local end-use investigators. 


With respect to the suggested improvements in the end-use control functions 
of the USOM/Spain it is submitted that corrective actions had been initiated 
prior to receipt of your letter and that significant progress has been made in 
each of the suggested areas of improvement. Through improved relationships with 
the Spanish authorities ICA has been able to make substantial gains towards an 
effective end-use audit programg However, it is recognized that much remains to 
he done and that the improvement of the Agency's self audit process is of a con- 


timfing nature. 


The comments which follow relate to the specific suggestions on end-use and 
are presented in the same order as the GAO letter. 


(a) Prepare annual programs giving effect to priorities and setting 
targets of coverage 


End-use audit coverage has increased appreciably since the 
Internal Audit of September 30, 1956. Previous unsatisfactory end- 
use reports have been monitored resulting in corrective actions being 
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taken or requests for refunds initiated. The number of current 
end-use audits and reports have notably increased. These have re- 
sulted in requests for refund from the Goverment of Spain aggregating 
approximately $65,000. It should be noted, however, that a recent 
reorganization within the Spanish Government has temporarily precluded 
inspection personnel of the Spanish Government from making field in- 
vestigation trips in conjunction with mission personnel during the 
last quarter of 1957. Irrespective of this deterrent during the latter 
period the USOM conducted and reported upon twenty-one end-use obser- 
vations of equipment and machinery having a value approximating 
$887,000. The USOM reports clearly indicate an awareness of the con- 
tinued need for emphasizing end-use activities in areas of suspected 
deficiency. 


Conduct procedural reviews 


Reports from the USOM since the Internal Audit indicate that 
detailed reviews and evaluations of Spanish procedures and controls 
relating to the receipt, distribution, and utilization of U.S.- 
financed commodities are in process, and progressing satisfactorily. 


Substantiate oral information by selected tests, and adequately 
document all work papers 


The Agency's manual orders in the 704 series prescribe ICA 
policy, standards and operating guidelines governing mission end- 
use observations and reviews. These manual orders specifically 
provide for the corroboration of "oral information" by physically 
inspecting equipment or material and by verifying actual receipt, 
distribution, and utilization to the supporting documentation and 
inventory records maintained in the host country. There is no 
evidence on file in ICA/W since the date of the Internal Audit to 
indicate that the USOM is not adequately discharging its responsi- 
bilities in this matter. 


Expand the audit effort to include a representative number of 
projects receiving dollar aid or counterpart funds 


The M.O. 704 series also provide the criteria for conducting 
audits of aid furnished in the form of project-type assistance as 
well as non-project-type assistance. The lack of investigative 
staff in USOM/Spain precluded adequate audit coverage of all forms 
of assistance and necessitated a concentration of effort on non- 
project assistance where the bulk of aid was being furnished. How- 
ever, since the USOM/Spain staff has been successfully augmented we 
anticipate an expansion of mission audit efforts in the field of 
project assistance. 


Provide adequate manpower 
Staffing has been previously discussed. 


40110 O—59—pt. 2——-15 
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(f) Secure necessary cooperation by the agencies of the recipient 
country 


The assignment of a procurement officer to the USOM in October 
1957 for purposes of advising and assisting authorities of the 
Government of Spain has had the effect of eliminating many procure- 
ment problems, and at the same time, has produced a greater degree 
of cooperation on the part of Spanish authorities which heretofore 
tended to nullify USOM audit activities. 


GAO FINDING 


That Mission participation in technical exchange activities was 
delinquent in several aspects. 


ICA ANSWER 


The factual matters covered by the Agency's Internal Audit Report on the 
implementation of technical exchange activities have been satisfactorily ex- 
plained and cleared by ICA/W. As you know, Agency procedures are such as to 
require implementation of Internal Audit recommendations before the report can 
be considered cleared. 


As your letter recognizes, the implementation of this, as well as any 
program affecting a participating country, cannot be unilaterally controlled by 
the United States. The inability or unwillingness of a participating country to 
plan ahead and a tendency to revise project plans after approval is not unique 
with Spain. 


With respect to providing training under technical cooperation projects 
considerable improvement has taken place; the USOM has been able to advance 
its discussions with the Spanish authorities and ICA/W has streamlined its 
applicable procedures. You may rest assured that we are continuing our é@fforts 
to advance programming in all fields. 


On the criticisms relating to the lag in the implementation of the partici- 
pant training elements of the Spanish program it should be noted that ICA fiscal 
procedures are designed specifically to improve implementation actions for this 
type of obligation. The ICA fiscal regulations applicable to participants 
adopted with GAO concurrence, provide for prompt implementation within nine (9) 
months from the date the participant obligation (PIO/P) is incurred. A USOM 
failure to implement a participant's training within the time limits prescribed 
automatically subjects the obligation to possible cancellation or an Agency 
evaluation before extensions are authorized. This requirement tends to govern 
the date of submission of implementation documents. If, for example, a mission 
desired a participant to take an academic course beginning in September 1958, 
the obligation would not be°established earlier than December 1957. To do so 
would, under present regulation, result in a cancellation of the PIO/P before 
the date on which the participant could begin his program. 


On the other hand, we are aware of the following factors which do contrib- 
ute to lags in the implementation of participant training and are considered 
most relevant. 





MUTUAL SECURITY ACT OF 1959 869 


(a) It is essential for a participant's training program to be scheduled 
to coincide with the academic calendar of the training institution 
to be attended. In this respect there is a recognizable conflict 
between the fiscal procedures described above and the scheduled cur- 
ricula followed by educational institutions in the United States. 
With respect to students from Spain the dates on which participants 
can begin their training are often dependent upon the availability 
of qualified U.S. interpreters to accompany participants. There is 
a general shortage of these interpreters and the demand tends to 
result in an avalanche of requests for training to begin during a 
relatively short span of months. This situation is world-wide and 
is aggravated by the fact that the Spanish program must compete in 
the demand for stateside interpreters with twenty (20) Latin American 

( programs plus the Philippines. Subsequently, arrangements were made 
with the Spanish Embassy for it to provide interpreters. This ar- 
rangement has been satisfactory. 


(b) ‘The elapsed time necessary for obtaining security clearance for 
participants (90 days) is another factor which limite the speed of 
implementation of participant training programs. As you will 
appreciate, this Agency is cognizant of this problem and has con- 
tinually strived to expedite security clearances for participants 
which require coordinated actions between the host country and the 
appropriate agencies in the U.S. Government. 


With respect to the follow-up of a trainee’s activities upon his return it 
should be noted that this is a world-wide problem and one that has been encoun- 
tered in other participating dountries as well. 


In Spain, a further complicating factor is that Spanish authorities are 
sometimes resentful of what they deem excessive follow-up of the activities 
of Spanish nationals. ICA mst therefore rely, to a large extent, on Spanish 
institutions to assist in evaluating the effectiveness of the training pro- 
grams. Fortunately, the National Committee on Productivity, which has branches 
in the principal cities of Spain, has become increasingly aware of the need for 
evaluation and selection of participants, and is rendering invaluable assistance. 
This Agency is continuing to make every effort to improve this process. The ef- 
fectiveness of a participant's training carmot be evaluated efficiently until the 
participant has returned to the country and has had the opportunity to demonstrate 
the results of his training. 


In accordance with this Agency's planned objectives and continuing reviews 
under the Joint Accounting and Improvement Program the program of self-evaluation 
for improving our procedures and management controls has been actively followed. 
Only recently we have developed and prescribed a series of mammal orders on 
participant training which it is hoped will improve our statistical reporting on 
this next important program and provide the means for effectively measuring 
accomplishments and evaluating the results of training programs. 
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GAO REPORT ENTITLED EXAMINATION OF 
ECONOMIC AND TECHNICAL ASSISTANCE PROGRAM 
FOR PAKISTAN, TRANSMITTED 


comrsssmmsssitiitas e I iniatee 


GAO Finding 
Too many projects were programmed and initiated. (pp. 29) 


ICA Answer 


ICA has necessarily had to learn in large part from experience. It is 
now recognized that the initial stages of the program often attempted to do 
too much and activities were too widely dispersed. The narrative description 
of this finding acknowledges that during the past several years the Agency 
management has been increasingly aware of the disadvantages of a dispersal 
of assistance efforts in an underdeveloped country. As the report indicates, 
from more than 100 projects initially programmed, Agency action has resulted 
in a cut-back to 70 projects in 8 major fields of activity during fiscal year 
1958. 


It should be noted also that the GAO report fails to indicate that of 
these 70 projects, 18 have been substantially completed. Only 33 projects 
are receiving funds in FY 1959, 4 others not requiring funds in FY 1959 are 
continuing projects, and 26 others have funds not fully liquidated. It is 
expected that as obligated funds from the latter group are expended, the 
number of open projects will decrease quite rapidly to about 30. 


GAO Finding 


That planning by Pakistan and United States agencies was in- 
sufficient, considering the complex and costly nature of the 
enterprises. (pp.30) 


ICA Answer 


As a narrative treatment on this finding indicates this observation 
applied primarily to projects which were conceived and sponsored jointly by 
the United States and Pakistan from their inception. There can be no 
question that proper planning is essential if projects are to be properly 
executed. However, political objectives cannot be ignored az one of the 
basic criteria under which the aid program is administered. 


While the narrative statement acknowledges that "the Agency may be 
expected to apply more adequate planning prior to the commitment of funds 
because of the recently enacted Section 517 of the Mutual Security Act of 
1954, as amended (72 Stat. 269)", it is the position of ICA that progres- 
sively the requirements of this.section of the Act have been met prior to the 
enactment of this legislation. 
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GAO Finding 


That the Agency did not take decisive and prompt action to 
resolve problems encountered in project implementation. (pp.30) 


ICA Answer 


The report elaborates upon the circumstances attendant to the individual 
items which prompted this statement. From the vantage point of hindsight and 
not confronted with the pros and cons of the specific situation such a state- 
ment is easy to make and difficult to rebut. The establishment of an Agency 
position ICA/W and a USOM half way around the world can at times be difficult 
enough but the difficulties are campounded when the position of the partici- 
pating country must also be considered. Given these unavoidable difficulties, 
it is our view that Agency actions have fully met in most cases a standard of 
reasonableness. 


GAO Finding 


That because of insufficient planning aid funds were obligated 
prematurely and amounts beyond project needs were not promptly 
identified and allocated to other programs. (pp. 31) 


ICA Answer 


The allegations as to insufficient planning and the premature obligation: 
of furds was not reported upon in the draft report on the Pakistan program but 
was reported upon previously by the GAO in cojunction with the review of the 
Agency's report on the Satus of appropriation balances at June 30, 1957. 

Such allegations purportedly question the validity of the basis for obligating 
funds. 


In the Agency's reply to the latter report, it was pointed out that 
funds were obligated validly and were reported as such pursuant to the re- 
quirements of the Section 1311 of the Supplemental Appropriation Act of 1955. 


In reply to the GAO draft report on the question of deobligating excessive 
program funds the Agency reported upon extensive changes in the "pipeline” of 
funds which materially revised the status of projects reported by GAO. Be- 
sides reporting upon actions taken to deobligate and reprogram funds the 
Agency advised of the adoption of procedures to review the status of funds for 
project assistance on a quarterly basis in accordance with Section 1311 
criteria for purposes of effecting deobligations of funds, as required. ICA 
emphasized in its reply "...that the Agency has been and is continuing to 
take actions necessary to assure that funds are utilized properly and - 
promptly.” 


The GAO retained the point of criticism on "deobligation of excessive 
funds® in the above summary statement but did not reflect the extent of 
actions taken by ICA. Comments were presented, however, on funds deobligated 
by ICA on Page 31 of the report. 
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GAO Finding 


That ICA-financed equipment was not effectively used, and 
adequate control records were not maintained by the respon- 
sible local agencies. (pp 32) 


ICA Answer 


The Agency's comments on this quoted finding are contained on page 32 
of the report which also includes a brief reference to the corrective actions 
taken by ICA. It should be noted that far greater attention is given to the 
ICA comment on "additional problems relating to the transfer of equipment" 
than to corrective actions initiated by the Agency. 


It is interesting to note that on page 32, the GAO report lists the 
Village Aid project as illustrative of instances in which equipment had not 
been put to prompt and effective use; whereas, in discussing unused equip- 
ment on page 54 of the report, the report includes an observation that"... 
unused equipment procured for Village~-aid and other related agricultural 
projects was...not substantial.” 


The Mission has advised of the completion of the survey of ICA-financed 
machinery and equipment in Pakistan which is referred to on page 32 of the 
GAO report. A plan of action now under review will result in improved pro- 
cedures to enable more effective use of machinery and equipment with the 
possible reduction of new material requirements. 


GAO Finding 


That Pakistan did not furnish adegpate reports on its project 
contributions as required in the bilateral agreements. (pp 32) 


ICA Answer 


This problem arose as the result of the USOM review of existing bilateral 
agreements between the United States and the Government of Pakistan. As the 
report indicates (p. 33) this matter was substantially solved toward the close 
of fiscal year 1958 with the negotiation with the Ministry of Finance of a 
rupee financing agreement prescribing project accounts and periodic reports. 


The USOM has advised that they have now established new procedures for 
billings and deposits. These procedures are designed to assure that adjust- 
ments will follow automatically. 


USOM discussions with the GOP have met with full cooperation and all of 
the actions necessary to effect required adjustments: and establish satis- 
factory procedures are now either near final agreement or already under way. 
The principle has been established although it is readily admitted that its 
implementation will require continuing effort by the USOM. 
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GAO Finding 


That there were shortcamings in the planning and implementation 
of the Ganges-Kobadak Irrigation Project. (pp 37) 


ICA Answer 


The status of this project, its background and the inherent problems of 
implementation were discussed at length at Hearings before the House Foreign 
Affairs Committee in December 1958, at which time several responsible offi- 
cials of ICA testified on behalf of the Agency. The difficulties surrounding 
this project and the necessary policy decisions are referred to by the GAO 
and were completely reviewed at the Congressional Hearings. While GAO 
acknowledges (pp 38) that this project was reviewed by the House Foreign 
Affairs Committee, the report does not make it clear that the Agency made a 
full and complete disclosure of the facts surrounding this project. 


The Agency is fully aware of the difficulties which have surrounded the 
planning and implementation of this project. As GAO indicates, these problems 
have in large part resulted from the difficulties inherent in coordinating 
the program between the Government of East Pakistan, the United Nations Food 
and Agriculture Organization and the Columbo Plan. 


We agree there are difficult decisions for the Agency to make. Here 
again we are taking all action possible recognizing the valid interests of 
other agencies to achieve a satisfactory completion of this project. 


GAO Finding 


That the project for the modern storage of food grains was unduly 
delayed. (pp 42) 


ICA Answer 


The summary comments on this activity point to substantive issues which 
have delayed project implementation but they do not reflect adequately the 
extent of remedial actions taken by the Agency which are otherwise presented 
on pages 42-44. The summary comments do not indicate that the grain storage 
project was the subject of extensive hearings before the House Foreign 
Affairs Committee (which matter is referred to briefly on page 42) at which 
time the complete history of the project was presented. 


GAO Fihding 


That there are difficulties delaying efficient operation of the 
fertiliser factory. (pp 45) 


ICA Answer 


In the summary statements it is recognized that "...a mumber of diffi- 
culties stand in the way of an efficient operation..." which are elaborated 
upon in greater detail.(pp 45 through 47) While the report acknowledges that, 
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some of these problems are being resolved and others require continued 
attention the summary does not point out that, "The Agency contemplates no 
further assistance to the (fertilizer) plant", as stated on page 47. 
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GAO Finding 


That the Karachi water supply and sewage system project has 
experienced considerable delays and completion of the system 
is not expected until sometime in 1960. (pp 520 


ICA Answer 


The detailed comments on this project presented on pages 52 and 53 give 
adequate consideration to the Agency reply to the draft report. 


GAO Finding 


That a small amount of ICA-financed equipment for the village 
agricultural and industrial development was in storage in 
Karachi for a number of years, and some items...remained 
unused. (pp 53) 


ICA Answer 


The GAO properly (pp 54) reports and gives effect to the Agency's reply 
to the draft report wherein it was pointed out that the value of the equip- 
ment involved aggregated approximately $5,375.00 (GAO commented upon $5,175 
of this amount); an emount acknowledged as not substantial in relation to the 
total procurement financed by ICA. 


It is submitted that such an acknowledgement could have been incorporated 
in the summary statement to reflect the audit finding in its proper perspective, 


GAO Finding 


That there were malpractices of local businessmen and officials in 
connection with the commodity import program. (pp 56) 


IGA Answer 


With respect to the "malpractices™ on the part of local officials and 
businessmen referred to in the report, such irregularities are not inherent in 
the ICA program or its procedures. The existence of such improprieties, which 
are not unknown in the most developed countries, are a particular problem in 
some of the less developed countries and are a part of the framework, including 
standards of business ethics, civic spirit, etc. in which programs mst be 
carried out in such countries. This problem is magnified by the fact that the 
required stringency of economic controls is not matched by the capacity to 
enforce them adequately. 
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ICA and the Mission have been and are aware of the existence of such 
deficiencies and have never failed to point them out; considerable efforts 
have been and are being made to induce th local authorities to take the 
necessary corrective action. However, it should be remembered that the 
responsibility and the power for endorsing proper action must be that of the 
local government. 


As a result of continuous U. S. representations considerable progress has 
been made through the cooperative efforts of the responsible agencies of the 
Government of Pakistan both to disclose areas warranting improvement and to 
effect positive corrective actions. 


The Mission is closely cooperating with the GOP Ministries concerned on 
the problems involved and has recommended improvements in the GOP licensing 
policies and procedures, to eliminate irregularities. 


It is encouraging to report that the GOP is increasingly aware of the 
importance of the problem and have recently issued regulations which provide 
severe penalties for some of the malpractices involved. 


The final GAO report omitted significant details included in the draft 
report which show that it was the Mission which cancelled the special machinery 
aid program in the amount of $10 million at its ow initiative. The phrasing 
in the final report that the program "had to be” instead of "was™ cancelled 
fails to indicate the initiative of the Mission.in the corrective action. 


GAO Finding 
That unclaimed commodities are in Karachi port warehouses. (pp 57) 
ICA Answer 


The Agency has taken steps in improving the situation through the setting 
up of improved clearance and reporting procedures. 


GAO Finding 


That unpaid claims against Pakistan have been outstanding 
a long time. (pp 58) 


ICA Answer 


As indicated in the report ICA has developed and implemented a satis-— 
factory procedure to expedite the settlement of outstanding claims. 


With respect to Pakistan, as of December 31, 1958, the total of refund 
claims outstanding was approximately $i million. However, of this amount 
$2.4 million was filed on December 17, 1958. A refund check in the amount 
of $553,000 to cover outstanding non-project claims has been received since 
December 31, 1958. During the past several months claims of approximately 
$0.5 million have been settled by the submission of acceptable documentation. 
Consequently, aside from the recent claim of $2.4 million, refund claims 
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currently outstanding against the GOP are slightly less than $1 million and 
the USOM advises that the major problem has been resolved, although close 
followup will be maintained. 


It should be noted that by far the greatest dollar amount involved in 
refund claims against the Government of Pakistan resulted from technical 
deficiencies in documentation rather than the improper use of ICA-financed 
commodities and in all probability will be satisfactorily settled by the 
submission of documents prescribed by ICA Regulation 1. The implication 
contained in the GAO report that the $4 million in outstanding claims as 
of December 31, 1958, represent serious improprieties is contrary to the 
facts. In those instances where the improper use of ICA-financed assistance 
is involved corrective action has been and will be taken. 


GAO Finding 


That triangular trade is inconsistent with Pakistan's 
normal pattern of trade. (pp 58) 


ICA Answer 


While it is recognized that in the case of Pakistan the triangular trade 
administrative process is cumbersome, the Agency in making allotments for 
triangular trade is carrying out provisions of existing U. S. legislation. 


GAO Finding 


That there were administrative difficulties in the special 
wheat program. (pp 60) 


ICA Answer 


The report fails to mention, as it had done in the draft version, that 
in view of difficulties existing at the time, this undertaking was administered 
as competently as could have been expected. The draft version of the report, 
which stated that it is only with the "benefit of hindsight” that certain 
operational factors might have been carried out more efficiently, appears 
to be a more balanced evaluation of this program. 


GAO Finding 


That relief programs under Public Law 480 did not receive 
sufficient publicity, and showed improper distribution 
procedures. (pp 60% 


LCA Answer 


The facts are substantially as reported. However, the report again 
fails to emphasize that the shortcomings in question were discovered by the 
Mission, which, as is stated summarily in the report, suspended the programs 
carried out by the three principal American Voluntary agencies. Draft 
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agreements for the reinstatement of some of these programs which provide 
competent controls to prevent the types of deficiencies previously en- 
countered are presently being negotiated. 


GAO Finding 


That the generation and use of local currency has followed af. ..- 
inconsistent course and that some obligations are not fully 
justified. (pp 63) 


ICA Answer 


l. This is a new allegation as is the statement that the Agency has 
followed an inconsistent course in programming the use of generated rupees. 
No such statement had been made in the draft report version submitted to 
ICA for comment. The earlier version of the report merely took cognizance 
of the fact that there had been initial delays in the programming and 
r@lease of various local currencies and that the backlog was too rapidly 
being programmed in FY 1958. We would suggest that bringing local currency 
programming on a current basis is a commendable accomplishment and has been 
the Agency's policy since the inception of the Pakistan program. The 
temporary accumulation of counterpart funds and the slomess in their re- 
lease was due to the absence at the time of a proper administrative machinery 
within the Pakistan Government to cope adequately with the management of 
counterpart funds consistent with U. S. laws and regulations. The release of 
accumulated counterpart funds has since been considerably expedited and 
administrative difficulties relating to the management of counterpart funds 
are in the process of being resolved. 


2. As is recognized in the detailed comments, the agencies concerned 
explicitly considered and rejected the use of "available” defense support 
counterpart funds. The adoption of the methods selected.followed the judg- 
ment that the complex political, military, and econamic objectives involved 
would thereby be best served. The fact that counterpart had been generated 
in amount similar to those involved in the program is not relevant. 


GAO Finding 


That the Agency's Internal Audit Report showed deficiencies in 
the technical and administrative support operation. (pp 67) 


ICA Answer 


The country automotive fleet was reduced to 159 with a reduction of the 
Karachi fleet from 126 to 78 with further reductions being planned. As the 
GAO properly notes on Page 67 of the report, the procurement of refrigerators 
was a responsibility of the General Services Administration. However, the 
Mission disposed of these refrigerators by public sale and realised the 
proceeds in rupees. 


The Mission has inventoried non-expendable property and checked it 
against property records. A reconciliation of all major items since FY 1956 
has been completed and forwarded to ICA. 
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GAO REPORT ENTITLED "EXAMINATION OF 
ECONOMIC AND TECHNICAL ASSISTANCE 
PROGRAM FOR THE GOVERNMENT OF THE 

REPUBLIC OF CHINA (TAIWAN) TRANSMITTED 


AUGUST 29, 1958 


GAO FINDING 


Continued vigilance is necessary to prevent abuses in the ICA- 
financed commodity import program, and responsible agencies of 
the recipient country should assume a more active part in audit 
and other control activities. (p. 24) 


ICA ANSWER 


The tabulations which follow indicate that the three major deficiencies 
involving ICA-financed commodities, namely, unauthorized diversion, importation 
of substandard quality goods and non-utilization, occurred mainly in FY 1954 
and prior years programs. The number of these cases in FY 1955 and subsequent 
years disclosed by end-use audits has been negligible. We bolieve this im- 
provement in utilization of ICA-financed commodities since FY 1955 on the part 
of importers, suppliers and recipients has been the result of continued vigilance 
and investigations by the Mission end-use staff throughout the past four years 
and increasing end-use consciousness on the part of importers and recipients. 


The GAO report lists only two undesirable practices encountered by the 
Mission end-use staff, namely unauthorized diversion and importation of sub- 
standard goods. A third category - non-utilization - is included in the 
tabulation shown below since it has also occurred in the past. 


A. Unauthorized Diversion of Aid Commodities Disclosed By 
Mission End-Use Investigations (As of Sept. 30, 1958) 


Unit; $1,000 (U.S. 


1 2 6 
Total Total Value of of Un- of 

Value Value Unauthorized authorized Arrivals 

Fiscal of Items of Itens D: versions Diversions Checked 

Year Arrived* Checked Disclosed over over (2 
1951 19,199 7,672 - - 10% 
1952 20, 732 16,763 5 -03% 80% 
1953 28,060 8,014 69 85% 25% 
1954 33,876 13,172 9h 71% 39% 
1955 4d, ,060 12,953 17 13% 29% 
1956 27,551 14,356 21 015% 52% 
1957 26,676 17,279 0 0 65% 
1958 16,698 O7++ 0 0 0% 


*Major items: Beef tallow, soybeans, raw cotton, medical supplies, lauan logs, 
kraft pulp, steel products and motor vehicles and parts. 
*“End-use checks have been made but reports still being processed as of 9/30/58. 
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B. Importation of Substandard Goods Disclosed Mission 
End-Use Investigations (As of Sept. 30, 1958 


Init: $1,000 (U.S. 


7 2 6 

Total Total Value of of Sub- of 

Value Value Substand- standard Goods Arrivals 
Fiscal of Items of Itens ard Goods Disclosed Checked 
Y Arrived* Checked Disclosed (4 over (3) 3 dover (2) 
1951 1,995 1,055 20 1.% 52.8% 
1952 2,647 666 13 1.9% 5.2% 
1953 3,133 1,740 79 eo 5k 55.5% 
1954 2,639 523 9 1.9% 19.8% 
1955 8,206 1,264 0 0 15.4% 
1956 2,988 783 0 0 26.2% 
1957 1,17 166 0 0 14.1% 
1958 None of the items involved was programmed 


on 
* Major items: lLauan logs, machinery and steel products. 


C. Non-utilisation of Aid Commodities Disclosed by Mission 


- End-Use Investigations (As of September 30, 1958) 
° Unit: $1,000 (U.S. 
G2 6 
Total Total Value of , of of 
Value Value Non- Non- Arrivals 
Fiscal of Items of Items Utilization Utilization Checked 
Year A ed* Checked sclosed over over 
1951 6,441 5,255 33 0.6% 81.6% 
1952 8,396 6,238 172 2.8% Th e3% 
1953 14,186 6,427 129 2.0% 45.3% 
1954 15,925 8,621 0 0 54.1% 
1955 20,669 4,022 57 1.4% 19.5% 
— 1956 13 ,830 3,413 1 0.03% 24.7% 
1957 11,905 J, a28 0 0 76.5% 
1958 3,107 Ox 0 0 Of 





* Major items: Soybeans, canned fruits, chemicals, kraft pulp, construction 
and mining equipment, industrial machinery, motor vehicles and parts, and 
scientific instruments. 

## End-use checks have been made but reports were still being processed as 
of 9/30/58. 


As of March 31, 1959, seven hundred seventeen (717) end-use checks had been 
completed, covering commodities received in Taiwan valued at $184 million, or 


= 59.8% of total ICA-financed shipments. 
’ 
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Assumption by Council for United States Aid (CUSA of 
Greater Responsibility in the Field of End-—Use/Audit 


With reference to this subject the Mission letter to CUSA dated 
October 3, 1958 recommended that CUSA enlarge its scope and functions with 
reference to audit and end-use investigations. 


This action by the Mission was considered timely for the reason that CUSA 
has recently been reorganized and has assumed the additional functions of the 
Economic Stabilization Board (ESB) and Industrial Development Commission (IDC), 
both of which agencies have been recently abolished. 


At a meeting of the Council on October 9, 1958, it was voted to accept the 
Mission recommendation of transferring to CUSA payroll, ten (10) of its trained 
and experienced Chinese auditors and end-use investigators. This action was 
accomplished on November 1, 1958 with the formal transfer from the ICA Mission 
to CUSA of seven (7) auditors and three (3) investigators. At the same time 
greater audit responsibility was assumed by CUSA for both project and non-project 
aid. 


The Mission will spot-check CUSA audit and end-use activities and will, in 
addition, continue to perform audits on technical service contracts, military 
projects, its own internal audits, and certain specialized programs of Taipower, 
JCRR and VACRS (Vocational Assistance Commission for Retired Servicemen). 


An ICA accounting-auditing advisor is continuing to assist CUSA in enabling 
its accounting and auditing functions to become more comprehensive and effective, 


GAO FINDING 


The basis on which the Chinese Government is required to deposit 
local currency counterpart funds requires clarification, and the 
agency should seek expeditious settlement of the long outstanding 
arrears. The official exchange rate at which counterpart funds 

have been deposited is lower than the price charged by the Chinese 
Government in allocating dollar exchange to private importers. (p. 27) 


ICA ANSWER 


The exchange rate used in economic aid program transactions at the time the 
GAO Report was published in August 1958 was NT$24.78 to US$1.00. The Report 
points out that this was a lower rate than the exchange rate then applied to 
certain types of Chinese-financed imports. As stated previously in ICA comments 
on the GAO Report in draft form, the relatively low aid program rate did not have 
the effect of increasing the need for U.S. aid to satisfy local currency require- 
ments, since the amounts of U.S. dollar aid requested were required to prevent a 
decline in physical consumption standards of the aid commodities, e.g., cotton, 
wheat, soybeans and tallow in FY 1958. 


The influence of the multiple exchange rate system on certain cost-—price 
relationships within the Taiwan economy was not salutary, however, and ICA has 
continually urged simplification of the exchange rate structure and improvement 
of the local budgetary situation so as to provide a sounder base for the estab- 
lishment of more realistic rates. 
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Since the GAO Report was published, the Govermment of the Republic of 
China (GRC) has replaced the former mltiple exchange rate system, which 
undervalued the U.S. dollar, with a unitary rate at a more realistic level. 
Effective November 21, 1958, about 70 percent of Taiwan's self-financed annual 
foreign exchange transactions, which previously had been carried on at the 
lower exchange rate (NT$24.78 to US$1.00), were raised to the new unitary rate 
(NT$36.38 to US$1.00), an increase in rate of nearly 50 percent. Simltaneously, 
the exchange rate applied to the aid program was also moved from $24.78 to 36.38. 
The resulting increase in U.S. aid local currency collections per 12-month period 
is estimated to be NT$750 million ($20.6 million at the new rate). 


GAO _ FINDING 


A special cash grant of $4 million in fiscal year 1956 was a vari- 
ance with established agency procedure, and in retrospect, does not 
seem justified since the urgent need on which the grant was based 
did not materialize. (p. 32 


ICA ANSWER 


The GAO report acknowledges that the conclusions drawn are warranted only 
"in retrospect." The decision to make the cash grant was based upon the best 
possible estimate at the time, on the part of all concerned, as to the amount 
of local currency that would be required and as to the timing of the requirement. 
Because of the emergency need, this step was taken, in full recognition that it 
constituted an exception to the usual procedure in the Taiwan progran. 


Considerable research was done by the Office of Controller, ICA/W, to 
determine if the Cash Grant was necessary or whether the assistance could be 
given through the normal commodity program. All information available at that 
time indicated that the urgency of the need for local currency was such that a 
cash grant was necessary. It is conceded, however, that since the Department of 
Defense did not proceed with the program as promptly as had been planned, the 
local currency could have been generated through the commodity import procedure. 


No corrective action could be taken. The fact that the need for the local 
currency did not materialize as soon as had been estimated did not permit 
abrogation of the cash grant agreement between the two governments, as the GRC 
had already included the amount in its import budget according to agreement and 
had programmed it for imports required to generate local currency for the airfield 
construction project. 


The U.S. will continue to oppose the use of cash grants in the Taiwan 
program, and the above is the single instance of cash grants in the history of 
the program. 


GAO_ FINDING 


Agricultural and related projects for the benefit of the Chinese 

rural population have been administered as a separate part of the 

aid program by the Joint Commission on Rural Reconstruction (JCRR). 

Despite the past accomplishments of JCRR, a question arises as to the 

continued need for a large specialized agency which functions in ad- 

dition to the regular assistance organization and independently of normal 

Chinese Government channels. We (GAO) suggested that ICA and the Chinese 
Goverment reexamine the need for maintaining JCRR as a separate agency. (pp 38,39) 
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ICA ANSWER 


Our comments on the GAO's draft report on Taiwan included a preliminary 
position on the GAO's recommendation to aholish JCRR, but indicated that we 
did not have the views of the new U.S. Ambassador and the new ICA Mission 
Director in Taiwan, who had been asked to review the situation and make known 
their conclusions. 


Having now received the requested reports from Taiwan, we take the position 
that JCRR should be contimed in approximately its present form for the following 
reasons: 


(1) Although Taiwan has made significant economic progress there still 
remains the very serious economic problems posed by the dense and rapidly grow- 
ing population on the island and the burden of the large Chinese military 
forces. In meeting this problem the development of agriculture must and can 
play an important role. It is true that the amount of land available for fur- 
ther cultivation is severely limited, but this fact makes it all the more 
necessary that all avenues be explored to find feasible methods of increasing 
production per acre and insuring the best use of productive land. This includes 
the utilization of the vast forest lands, of any reclaimed land, and of the 
upland areas that might be diverted to agriculture or livestock raising now 
being opened up as the result of the soon-to-be-completed East-West Highway 
across the mountains. 


The economic situation thus is not sufficiently stabilized to permit 
any substantial change in JCRR activity without running the risk of a less 
efficient use of resources and an increase in the amount of U.S. aid required. 
The Chinese Government, moreover, is probably not devoting an adequate pro- 
portion of Taiwan's resources to agricultural development and is already relying 
excessively on U.S. aid, a problem which is paralleled in the industrial sector. 
Treatment of this problem would most certainly be hindered rather than facili- 
tated by drastically reorganizing or eliminating JCRR. Moreover, the semi- 
autonomous nature of JCRR allows it to exert a constant useful influence on GRC 
agencies responsible for the planning and execution of Taiwan's agricultural 
program. Converting JCRR into an entirely GRC agency would largely deprive the 
U.S. of a voice in this planning at a time when major agricultural decisions will 
be required. 


(2) Equally as serious as the economic problem is the continuing need to 
devote attention to the welfare of the large number of Taiwan's population who 
live in rural areas and depend on agriculture for their livelihood. New and 
creative thinking must be applied to lessen the continuing rural underemployment. 
To meet these needs squarely is important in any event as one of the necessary 
means to stabilise internal conditions in the face of the continuing heavy 
military burden. It becomes more imperative with the great outflow of propaganda 
from the mainland telling of advances and "leaps forward" under Communisn. 
Because of the fact that almost this entire portion of the population is of 
Taiwanese and not Mainland origin, the need is particularly urgent. Dis- 
satisfaction from any source, disregard of the problems of the rural populace, 
could lead to antagonism between the two groups and contribut additionally to 
instability and obstructions in the path to democratic processes. 


It cannot be doubted that the vigorous action of JCRR in helping to 
solve rural problems has been a significant factor in keeping down incipient 
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discontent among the large Taiwanese rural population. One of JCRR'S great 
virtues, contributing very substantially to its effectiveness, has been that 

a good part of its aid has been given directly to local bodies, thus making 
sure that it reached the people and that it strengthened local institutions. 
Conversely the fact that its projects required local contributions and support 
has brought forth a creative response from the rural people in terms of time, 
money, energy and initiative. The JCRR name is now a byword in the rural areas. 
A famed American agricultural expert now serving on the President's Council of 
Economic Advisors noted that he found in Taiwan the "unique example” of a 
successful land reform and the actual attainment of rural development from the 
grass roots in rural society. 


(3) To plam and administer U.S. aid designed to meet the above problems, 
ICA feels that JCRR continues to be the best mechanism through which to work. 
It is not a question of whether the alternatives are a JCRR or a Ministry of 
Agriculture. The Chinese Government and ICA have both felt that a National 
Ministry of Agriculture could be unnecessary and disruptive. Some consideration 
has been given to possibly transferring more of the responsibilities of JCRR to 
the Provincial Department of Agriculture and Forestry, which has beer. increasingly 
strengthened over the past few years by aid through JCRR. However, its present 
Commissioner, during a recent visit to Washington, was quite emphatic in his view 
that abolition of JCRR at this point would weaken the effectiveness rather than 
strengthen the work of the Provincial agency. 


As for the expense, it is doubtful that the abolition of JCRR would 
effect economies. Changing ‘to the normal pattern of administration--a division 
of the ICA Mission—-almost certainly would result in an increase in the American 
staff in a situation where it is believed desirable to keep down the number of 
Americans, who in any event would hardly be as effective as some of the Chinese 
on JCRR who are extremely well trained and intimately acquainted with the problem. 
The unique status of JCRR has given it great freedom from red tape and inefficient 
practices, and has made possible effective shortcuts for the implementation of its 
functions. 


(4) JCRR's significance is not limited to Taiwan. By virtue of its bi- 
national concepts, its guiding principles, and its effective performance JCRR 
enjoys a reputation of accomplishment extending beyond Taiwar and mainland 
China. Other Asian nations are contemplating similar organizations in their own 
countries. Even by critics of Nationalist China JCRR is widely know and admired 
and it remains one of the most effective agencies contributing to the prestige of 
the GRC. Though not strictly comparable, the free and enthusiastic response from 
the rural people elicited by JCRR offers a powerful example as opposed to the 
strict rural mobilization and regimentation of the Chinese Commmnist commune. 
This symbolic position of JCRR, with all the political and psychological effects 
stemming from it, cannot be minimized. 


40110 O-—59—pt. 2 16 
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GAO REPORT ENTITLED "EXAMINATION OF 
ECONOMIC AND TECHNICAL ASSISTANCE PROGRAM 
FOR TURKEY," TRANSMITTED TO ICA ON 


JULY 24, 1958 
GAO FINDING 


That because of a shortage of foreign exchange, the Turkish Government 
was in arrears in its payments on interest and principal of certain dollar 


loans under the aid program. (pp. 18) 





ICA ANSWER 


The Agency had no comment with respect to the above item, other than to 
state that its content appeared to be factually correct for the period covered. 
The interested U.S. agencies continually attempt to resolve this problem. 


GAO FINDING 


That the Agency has used improper means of obligating funds at the close 
of both fiscal years 1955 and 1956. GAO has taken exception to the resulting 
disbursement of 9.7 million dollars for the procurement of commodities which 
were not used for the purposes specified in the legislative authorization. 
(pp 21) ICA is in process of appealing this ruling. 


ICA ANSWER 


The General Accounting Office would concede that the $9.7 million item 
in question, appropriated to purchase “common use items" for Turkey in Fiscal 
1955, was used to purchase items of this type for Turkey although it questioned 
the propriety of their delivery to the Turkish civilian economy. The Senate 
Foreign Relations Committee in its report on the Mutual Security Act of 1954 
described the common use items to be supplied to Turkey as follows (p. 35): 
"These supplies are such things as tires, batteries, fuel, tarpaulins, and 
paint - common use items which are needed both by the armed forces and the 
civilian economy." The items purchased with the $9.7 million — truck spare 
parts ($2.9 million), rubber and rubber products ($.9 million), truck tires 
and tubes (§$.05 million), crude rubber (§$.7 million), motor vehicles, engines 
and parts ($1.0 million), tin plate ($1.0 million), construction equipment, 
dump trucks and spare parts ($1.6 million), pharmaceutical products ($1.5 
million) - all are “items which are needed both by the armed forces and the 


civilian economy." 


The description of the purpose served by the common use item appropriation, 
"use by the military forces of the recipient country" is broadly correct. 
This Agency is of the opinion, however, that the General Accounting Office's 
conclusion that this $9.7 million in common use items could only be delivered 
directly to military forces in order to be for their use is unwarranted and 
too narrow a construction of "use". Raw material imports to be processed into 
finished items for the military, equipment supplied to the civilian economy 
to be used for work on military projects, and common use items supplied to 





ned 


ion, 


MUTUAL SECURITY ACT OF 1959 885 


the civilian economy to offset purchases of similar items by military forces 
all serve this purpose too. The Presentation Book explanation in FY 1955 and 
FY 1956 of this category of aid described the items supplied as either to "go 
directly into the hands of" or "otherwise immediately benefit" military 
forces. The Senate Foreign Relations Committee described common use items 

in one example as being supplied to meet the need of a country which "might 
not be able to purchase clothing or gasoline or oil in sufficient amounts 

to take care of its domestic civilian needs and at the same time the needs 

of its armed forces." (Report on Mutual Security Act of 1954, p. 28) 


Our Mission in Turkey has expressed the ICA interpretation of the 
"common=-use" appropriation as follows: 


"It is our understanding that common use items were 
frequently introduced into the general economy with- 

out attempting to insure delivery directly to military 
establishments since it is obviously uneconomical to 

set up separate military storage facilities. Rationale 
behind such economic aid was drain military establish- 
ment imposed on economy for scarce common use items; real 
criterion as to eligibility common use category being the 
estimated consumption of such items by the military." 


In response to ICA's request that the Mission confirm that these $9.7 million 
of common use items supplied to the Turkish civilian economy were equivalent 
to withdrawals from the economy for military purposes, the Mission has replied 
as follows: 


"Turk military approached to obtain information requested 
and while full scale attempt made by MOD data available 
wholly inadequate due weakness accounting system indicate 
purchases made of same or similar commodities. 


"We convinced, however, that in two year period local purchases 
for Turk Armed forces these commodities far exceed $10,000,000 
provided Turk economy from DFS." 


The impossibility at this point of verifying the equivalent transactions 
between the Turkish military forces and the Turkish economy, neither supports 
the charge made nor impeaches a transaction which made possible the supply 
of emergency assistance at a critical moment for Turkey. It is the position 
of this Agency that to have made the narrow construction of the common use 
appropriation advocated by the General Accounting Office was not required 
and would have frustrated serving the U.S. security interests in Turkey for 
which this aid was made available. 


GAO FINDING 


That unliquidated obligations at the close of fiscal year 1956 
totaled 142 million dollars evidencing a lag in program implementa- 
tion. Agency efforts in 1957 reduced the "pipeline" to 91 million 
dollars at June 30, 1957. (pp 24) 
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ICA ANSWER 


During the early part of FY 1957 it was necessary to extend the terminal 
dates for contracting and delivery under a number of procurement authoriza- 
tions because (a) the unusual procedures required in programming the last 
portion of FY 1956 funds and (b) delays in sub-allocation. The Agency init- 
iated action with the Government of Turkey to assure more rapid implementation 
of authorizations. The subject has been pursued with the Foreign Office which 
has the primary responsibility within the Turkish Government for aid alloca- 
tions as well as directly with the various beneficiary agencies of the Govern- 
ment of Turkey. Status of fund reports are now obtained monthly from a number 
of the most important beneficiary agencies and these are the occasion of a 
review of the utilization of funds. In addition, the Mission has initiated a 
series of regular reports on the status of procurement which are the basis 
of reviewing with the Turkish Foreign Office the steps necessary to implement 
procurement of non-project assistance. 


The “lag in program implementation” is relatively small in view of more 
than $550 million being expended over a ten-year period. Nevertheless, the 


Agency considers it of the utmost importance that program implementation be 
current, and in the past year ICA has kept the matter under constant surveil- 
lance. Deobligation and reprogramming actions have been kept current and 
Turkish officials have been advised that contract and delivery dates will not 
be extended except for fully justifiable reasons. 


The delay by the Department of Defense in providing expenditure data is 
best emphasized by procurement of POL in the amount of $13 million for FY 
1956 under PA 6268. Although all POL was received in Turkey prior to January 
1, 1957, and ICA/W so apprised, billing was not made by the Department of 
Defense until June 1957 and as at September 30, 1957, only $11.8 million of 
the total had been billed. 


Non-project obligations in FY 1956 on commodity aid amounted to 
$98,327,000. Expenditures against these obligations at the end of FY 1956 
were $304,000. The records in ICA/W (the country functional report as of 
June 30, 1956) showed obligations of commodity aid - $99,971,000 and 


expenditures of $8,858,111. 


GAO FINDING 


That the Agency's accounting records do not fully and readily disclose 
the costs of development and technical exchange projects financed for 


Turkey. (pp. 26) 


ICA ANSWER 


The report inferred that project costs relating to Turkey for development 
(capital) projects were not maintained beyond commodity costs, and suggested 
that the Agency analyze and properly segregate commodity and project costs on 
such projects during the last several years. The auditors also applied this 
suggestion to the $7.2 million obligations under TA related to the period 


1948-1954. 
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With respect to the capital projects referred to above, the report was 
in error. Admittedly, the project status was not shown on the D-8 reports. 
However, equivalent information was readily obtainable in ICA/W, specifically 
the Administrative Audit Branch of the Audit Division, which has maintained 
records of each capital project segregated into commodity and contract costs. 
Similarly, adequate cost information on Technical Assistance was available in 
the Agency. In this type of activity, however, it is possible that information 
from two or three different sources would have had to have been coordinated. 
The basic fact remains that the information was available within the Agency. 


It appeared that the auditors lost sight of the basic approach taken by 
this Agency at the inception of FOA. It was then recognized that the three 
predecessor agencies to FOA each had its own system of accounting and report- 
ing. It was further recognized that the accounts which were transferred to 
FOA were not necessarily in balance with the Department of the Treasury, nor 
completely supported by underlying documentation. Accordingly, it was agreed 
that the immediate need of the Agency was to provide an accounting system 
which would control the new funds made available to FOA, and to allow the old 
accounts to be phased out under the systems under which they were established. 
This was accomplished under Operation Blueprint and the related accounting 
and reporting instructions. To have attempted to recast these old accounts 
to the current Agency procedures would be a task of considerable magnitude 
and far beyond administrative funding availabilities of this Agency. 


GAO FIADING 


That there were weaknesses in administrative procedures for local 
currency funds. (pp. 29) 


ICA ANSWER 


Releases of counterpart funds were placed under rigid control during 
FY 1958 which the final GAO report acknowledged. The "Special Account" was 
put on a cash basis. As at July 23, 1957 cash on deposit amounted to TL 
15,252,000. Since that date all releases have been subject to cash availa- 
bility prior to withdrawal. 


Premature release of counterpart funds (Page 30) 





The practice of release of counterpart funds into the economy before 
commodities of equivaleat value had arrived while true in the past does not 
present the current situation, as acknowledged by GAO in its final report. 


The exigencies and size of past military budget support programs made 
it necessary to make local currency available prior to the end of the Turkish 
fiscal year (February 28), although the dollar assistance programmed to gener- 
ate the required counterpart could not possibly arrive in Turkey and generate 
the required counterpart prior to that date. 


Funds were advanced by the Treasury of the Government of Turkey, against 
properly executed agreements, signed by both governments, and were not uni- 
laterally borrowed by the Government of Turkey. 
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The "Special Account" is currently on a cash basis and it is the intent 
of ICA that this policy be maintained. 


It should be noted also that the bilateral agreement with Turkey provides 
for advances to be made, if deemed essential to meet the aims of the two 
governments. This provision is contained in Article IV (para. 2) of the Econ- 
omic Cooperation Agreement between the United States of America and the Republic 
of Turkey (as amended January 31, 1950) which states "The Government of the 
Republic of Turkey may at any time make advance deposits in the Special Account 
which shall be credited against subsequent notifications pursuant to this 
paragraph." 


Under— and over-deposits of proceeds from sale of surplus agricultural 


commodities (page 32 


The over-—deposit of local currency under fiscal year 1955 Section 402 
program amounted to Turkish lira equivalent of $332 thousand rather than Turkish 
lira equivalent of $531 thousand as stated in this section of the report. The 
USOM advised that this overpayment and the $6.7 million FY 1956 sales proceeds 
due were adjusted to the satisfaction of the U.S. Treasury Department and the 
USDO, as acknowledged by GAO in its final report. 


The FY 1957 transattion referred to, which was not deposited and with- 
drawn from a U.S. Treasury account, occurred as follows: 


The United States had agreed to provide the Government of Turkey support 
for the military budget in an amount of TL 91,500,000 from the anticipated 
proceeds of Sec. 402 sales for the Turkish fiseal year which ended February 28, 
1956. The generation of local currency proceeds and therefore the allocation 
by ICA of local currency funds for the military budget was delayed. Consequently 
the Treasury of the Government of Turkey advanced funds for budgetary support 
before the end of the Turkish fiscal year since the United States did not have 
funds to release for this purpose by that date. Unfortunately, the amounts 
were not deposited to or withdrawn from the USDO account at that time. 


This problem in the deposit of sales proceeds was reviewed in ICA/W, the 
Mission, the U.S. Treasury Department and the USDO in Ankara. The matter was 
corrected and steps were taken to prevent any recurrence of the deposit and 
release problems of Section 402 local currency. 


GAO FINDING 


That there were insufficient end-use investigations and unreported 
arrivals of aid goods. (pp. 34) 


ICA ANSWER 


The Agency recognized the deficiencies which existed in the Mission's 
audit program during the period ended June 30, 1957. Many of these short- 
comings were pointed out in the IAB audit of the Mission's operations for the 
period ended March 31, 1957. Considerable progress has been made by the 
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Mission Controller since March 1957 in establishing a sound audit program, 
which was acknowledged by the GAO in its final report. 


Implementation of the Mission's end-use and audit program, which was 
designed to meet all requirements during FY 1958, was realized during the 
first quarter ending September 30, 1957. A summary of accomplishment is set 
forth below: 


Aid Funds GOT Contributions 
End-use coverage $25,918,000 - 


Counterpart audits TL 71,600,000 ~ 


Performance audits TL 1,135,870 


The Mission completed field work and field reports on the Sariyar 
Dam and Hydroelectric Power Plant. Commodity coverage of $8 million. 


The Mission completed field work on the Zonguldak Coal Development 
Project. Commodity coverage of $17.9 million. 


Field Audit work was completed on distribution of Title III, PL 480 
commodities by the World Council of Churches and the Turkish Red Crescent. 


The Mission completed field work and published a final report in 
connection with the Release Agreement No. 18 - Industrial Development Bank of 
Turkey. Audit covered approximately TL 79 million in counterpart revolving 
funds. 


The Mission completed an audit covering counterpart release of TL 
1.1 million to the Union Chamber of Commerce, Industry and Commodity Exchanges 
of Turkey. 


The Mission completed an audit covering counterpart funds TL 4 million 
released to the Ministry of Agriculture for acquisition of animal—drawn 
equipment. This audit also included TL 8 million contributed by the GOT. 


Audit reports on the above activity are available in ICA/W. 


It is apparent that the auditors did not review the Mission's arrival 
reports on file in ICA/W. As of the date of audit, June 30, 1957, the 
Mission reported $16./, million of delinquent arrivals. All delinquent 
arrivals of FY 1951, FY 1952, FY 1953, FY 1954, and FY 1955 were reported 
and reconciled. The Mission, in full cooperation with the Government of 
Turkey, introduced a new system of reporting current arrivals. Under this 
procedure the Turkish importer must complete the arrival form before he is 
permitted to withdraw his goods. The government provides the Mission with 
arrival information on all ICA-financed shipments each month within five days 
of the end of the month. 
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The rate of the Mission's progress in this area is evident from the 
following figures: 


Value of Unreported Arrivals (In Thousands) 


December 31, 1956 $25,740 
March 31, 1957 22,390 
June 30, 1957 11,78 


On July 1, 1957 the Government of Turkey assumed the responsibility 
for arrival accounting progress and current effective reporting as acknow- 
ledged by GAO in its final report as a result of this information supplied 


GAO FINDING 


That there were delays and difficulties in three major development 
projects -- the Zonguldak coal basin; the Sariyar hydro-electric 
power development; the Grain Storage facilities. The roads develop- 
ment project had accomplished its principal objective. (Page 37) 


ICA ANSWER 


Development of Zonguldak coal basin 


The report states (page 39) that the total cost of the Zonguldak 
project as originally approved amounted to $58,793,000 and that at June 30, 
1956 the total costs of the project had been $82,544,400. The report further 
points out that U.S. financing of this project as originally approved was 
$10,131,000, whereas to June 30, 1956 total U.S. financing had amounted to 
$21,366,454. The report failed to set forth the reasons for these increases 
until pointed out by ICA as follows: 


(a) Although increasing the production of coal at the Zonguldak 
Basin was planned in two stages from an expected yield of 2.6 
million metric tons in 1949 to 3.7 million metric tons by 
1952, with a subsequently expanded production plan to increase 
output from 3.7 million metric tons in 1952 to 5.6 million 
metric tons by 1956, increases in the cost of the project from 
the originally approved amount were necessary to attain the 
second phase production expansion objective. 


(b) The report did not take into consideration escalation of costs 
that resulted after the Korean War, which started in June 1950. 
In cases of major items of equipment, escalation amounted to 
20 to 25 percent. 


(c) The comments did not take into consideration the fact that in 
the original funding plan for this project, the U.S. funding 
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was to cover equipment and services that had to be obtained 

from U.S. sources and that the Government of Turkey funding 

was to be provided for all other equipment and services 
obtainable from European sourcese As.time went on, and Turkish 
foreign exchange availabilities became critical, it was nec- 
essary for the U. S. to provide financial assistance for procure- 
ment in the European area, which as originally planned, was to 
have been done by the Government of Turkey. Likewise, the report 
did not take into consideration the change of policy on the part of 
MSA/FOA Washington to a procurement policy on a world-wide basis 
as Opposed te procurement with U.S. funds from U.S. sources only. 


(d) The report did not define the scope of the project as originally 
outlined and, therefore, made no recognition of the fact aid was 
extended by the U. S. to this project in areas and on work be- 
yond the scope of the original project. For example: Surface 
installations at Arnnitcuk were not in the original scope of 
work for the project. Procurement of dryer and related equipment 
was not in the original project. 


(e) The report failed to consider that the original project as out- 
lined was confined to procurement of capital equipment, whereas, 
as time went by and the Turkish foreign exchange position worsened, 
substantial U.S. funds were provided for nonproject commodity 
procurement of operational equipment, spare parts, replacement 
equipment and supply items necessary for the operation of the 
Zonguldak Coal Basin Development Project but not contemplated 
in the original project. 


(f) The report did not clearly indicate the functional differences 
between the contracts with Frederick Snare Company and the 
Koppers Company, and the functions of the Paul Weir Company. 
Snare and Koppers' functions were confined to the harbor con- 
struction and installation work and to general operations of 
Etibank. Paul Weir Company was the engineering company on coal 
mining activities only. Etibank operations included not only 
coal mining but port and harbor operations as well. 


The report stated that "....an eventual completion date of December 
1961." The reporting was confused in that it did not separate the project 


as such and continuing support of the project by ICA in the form of financing 
operational type of equipment as opposed to capital equipment necessary for 
the originally planned project. No mention was made in the report of the 
fact that due to the Korean War there were many delays in deliveries of 
equipment, both from U. S. and European sources, until pointed out by ICA. 


Sariyar hydro-electric power development (pp. 46) 


The Sariyar hydro-electric power development project is entirely com- 
pleted and in satisfactory operation despite the many difficulties and delays 
encountered. The last Chas. T. Main, Inc. personnel returned to the United 
States in October and November 1957. As of August 1, 1957 the USOM issued 
End-Use Report No. 57-9 on the project, copy of which is available in ICA/W. 
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This report called attention to past shortcomings on the part of the Turkish 
sponsoring agency, laxity in compliance with ICA regulations and USOM controls, 
and in the disposition of surplus equipment after completion of construction. 
Upon completion of the project and before withdrawal of the remaining Chas. T. 
Main engineers, these problems were satisfactorily resolved, as acknowledged 
by GAO when informed by ICA. 


The report stated that total cost of this project as originally approved 
was $7.1 million although the total cost to June 30, 1956 amounted to $82.5 
million. The report also stated that U. S. financing as originally approved 
was in the magnitude of $8.2 million whereas through June 30, 1956 a total of 
$14.7 million had been provided for the project. The total costs as originally 
approved and through June 30, 1956 were not comparable. The original cost es- 
timates did not include such items as costs of right-of-way for transmission 
lines, costs of expropriation of land that would be inundated by the reservoir 
behind the dam, warehousing costs, and damage to villages in moving equipment 
from port to the project site. All of these costs were in local currencies 
which in the report were expressed in dollars until these facts were made 
known by ICA and included in the final GAO report. 


The report did not indicate that due to the Korean War, escalation in 
cost on some of the equipment amounted to 20-25 percent. Although this 
project was approved on September 22, 1950, shortly after the outbreak of the 
Korean War, it was not possible at that time to foresee the extent of 
escalation that would result from the War on both United States and European- 
source equipment. 


The report did not take into consideration that due to Turkey's increasing 
problems with its foreign exchange, it was necessary for the United States to 
provide assistance on procurement in Europe which was originally planned to 
have been made by the Government of Turkey. 


The report indicated that the original tunnel constructed was to be a 
dual purpose tunnel, first, for diversion of the river during construction, 
and second, as a pressure tunnel after completion of the dam. No clarifying 
explanations of this situation was stated in the report. The Scharff-Lurburger 
(consulting engineers) report (dated June 1, 1954) on the Project provides the 
following clarifying explanation: 


"The very poor manner of executing the excavation by inexper- 
ienced contractors changed the shape of the tunnel from a circular 
cross-section to a horseshoe cross-section. This fact, together with | 
the very poor quality of workmanship in erecting the steel supports 
and frames, would have required extensive reworking of the tunnel 
in order to make it possible to utilize it under pressure." 


The report did not indicate that during 1954 U.S. financial assistance 
to this project was withheld while evaluation of the project was made by ' 
various teams of experts until advised by ICA. This suspension of U. S. 
financing in itself caused a nine-month delay in the construction schedule and 
necessitated an increase of cost payable to the engineer (Charles J. Main) , 


whose contract was necessarily extended. 


Although the report indicated that one reason for delays in construction } 
was late delivery of materials it did not further explain that the late ( 
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delivery of materials was to a great extent due to shipping problems as a 
result of the Korean War which could not be forseen, until ICA informed GAO. 


Grain storage project (pp 51) 


The report stated that procedures of awarding the construction contract 
were not sound, until ICA pointed out the following facts which GAO then 
included: 


(a) The prospective bidders were furnished satisfactory speci- 
fications, and terms and conditions of the contract were fairly well spelled 
out. 


(b) Upon receipt of bids, the choice of contractor fell between 
Byrne and the "low bidder." It was pointed out that Byrne intended to rent 
construction equipment while it would have been necessary for ICA to finance 
new equipment under the "low! proposal which would have resulted in a much 
higher (ICA) dollar financing. This comparison of costs was spelled out by 
the Mission. 


(c) Byrne promised an earlier starting date and a shorter completion 
period, the only bidder who promised completion in time for the 1955 harvest. 


(d) Byrne had experience in Turkey. At time of bid he was in 
process of completing a job for the Department of the Navy with a favorable 
performance rating from both Turkish and U.S. Military Mission representatives. 


(e) Byrne's financial position appeared sound. The "low bidder™ 
was in financial difficulties in the U. S. which was later confirmed. 


The report further stated that tic award procedure appears to have been 
deficient since it did not give the other bidders an opportunity of revising 
their bids on a shorter time schedule, until corrected by ICA. The Mission 
advised that at least two or more of the bidders were informally queried on this 


point and expressed doubt that any contractor could meet the date established 
in the invitation. Prior to award, Byrne was queried on this point and stated 
that he could do it because he had a line on availability of necessary con- 
struction equipment, which was in Italy, and could be immediately rented 


and shipped into Turkey. Other bidders based their time on the plan to 
ship necessary equipment from the United States. At the time, Byrne's 
explanation on this point appeared to justify his claim on completion date. 


The following explanations by ICA concerning difficulties encountered 
by the contractor were summarized in the final GAO report: 


(a) ICA did not require administrative procedures in excess of 
those spelled out in PMCD #35. 


(b) Plans, as such, appeared adequate, however, Byrne did encounter 
difficulty with pre-arranged sites when work actually got under way. 


(c) Byrne did have difficulty in getting prompt reimbursement in 
local currency from Toprak. This is a common condition which exists through- 
out this area. Most countries are slow in this process. 
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(d) Improper storage was due to space limitation in port areas 
which Toprak could not correct. 


The Toprak-Raymond Concrete Pile Company (Raymond) Contract was dated 
May 12, 1955 and the terms of the contract called for a "starting date" by which 
time Toprak would have complied with Raymond's conditions deemed necessary 
for beginning actual construction operations. The "starting date" subsequently 
agreed upon was December 12, 1955 and the contract provided that the construc- 
tion of 69 grain storage silos be completed within 24 months thereafter, with 
an additional provision that if the construction were not completed by that 
time, Raymond would agree to extend the contract for six months on a no-fee 
basis. 


A performance audit, dated June ll, 1957, was made by the Mission with 
a rating of satisfactory at that time with completion scheduled on or before 
the 24-month period. Evaluation by the Mission and GOT was uniformly satis- 
factory. Raymond's monthly progress report dated November 12, 1957 showed 
53 silos greater than 90 percent completed and 16 silos up to 88.9 percent 
completed, only 5 units being less than 50 percent completed because of 
extenuating circumstances in each of the 5 cases. The Project Manager with- 
drew on November 15, 1957 and his deputy, plus a sizeable American staff, 
remained under an extension of the contract until March 31, 1958, with a 
gradual phasing out of personnel. The equipment used during silo construc- 
tion was, by agreement between Toprak and the Mission, being methodically 
reconditioned, including spare parts to be imported, after which those 
items needed for silo maintenance would remain with Toprak and the remainder 
transferred to some other agency of the Government of Turkey, with the con- 
currence of the Mission. 


End-Use Report No. 57-6 dated June 28, 1957 - rating: satisfactory, 
found that ICA financed equipment and materials were being utilized in 
accordance with the project agreement and adequate controls were being 
maintained. GAO accepted these facts in its final report. 


GAO FINDING 


Two of four technical exchange projects reviewed by us appeared to 
be progressing satisfactorily; these were improvement of aviation 
facilities and English language studies. The projects in meat 
packing and public administration met with a number of obstacles. 


(pp. 61) 


ICA ANSWER 


Meat packing plants (page 62) 


The paragraph entitled "Unsatisfactory progress" inferred rather severe 
criticism of productiveness regarding the Technical Assistance project which 
involved the contract between TMFO and American consultants. The over-all 
ramifications of this broad and complicated operation precluded rapid attain- 
ment of objectives. Although individual American consultants were not satis- 
fied with the rate of progress, operation of meat packing plants is consid- 
erably ahead of where it would have been without consultants! services. 
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The report appears to be factual. It is believed, however, that emphasis 
was placed on "unsatisfactory progress" rather than on the refunds and 
cancellations that were effected by ICA and predecessor agencies. 


Public administration -- (ICA contributions through 1 





The GAO comment on the subject project tended to underline the short- 
comings of the program to the exclusion of several satisfactory aspects and 
on at least one specific point was so worded that an erroneous inference 
might have been drawn. 


With respect to the latter, the section entitled, "Training activities 
in the United States" (Page 74) concluded with the sentence that "Turkish 


officials, especially those of prominence, were reported to have shown 
reluctance to participate in the program." The final report retained this 


sentence, followed by a brief summary of this ICA explanation: It is a fact 
that a few senior faculty members elected to participate in the U. S. Train- 
ing Program but the report fails to point out the underlying economic reason. 
Most senior faculty members are men of mature years with established families. 
The limited ICA per diem allowances are not sufficient to enable such men to 
have their families accompany them and they have been understandably reluctant 
to leave their families to pursue advanced study abroad for extended periods 
of one year or more. Their reluctance has not, however, reflected a dis- 
interest in the purpose of the program or a hesitancy to be associated with 

it through participation in a United States study program. In part to meet 
this problem, the United States participant element of this project has been 
modified to provide for relatively shorter periods of study in the U. S. 

for senior faculty members. 


On the whole, the general tenor of the report reflected the situation 
as it existed in late 1955 or early 1956. There was a marked and steadily 
accelerating improvement in the project as a whole since that time with 
results which, it is believed,began to realize a return on the total Agency 
investment. There was a healthy assumtpion of responsibility for the 
project by Turkish officials, very substantial improvement in the quality 
and number of contractor's staff and better Mission guidance of contractor's 
activities. 


The report stated, "In November 1956, the University of Ankara advised 
the Mission of its concern over the lag in the procurement of instructional 
material which until then had hampered the project and appeared to be contrary 


to the terms of the contract with NYU." GAO retained this sentence and sum- 
marized the following ICA comments: It was never the intention of ICA to 
finance procurement of large amounts of books and instructional material. 
Provision was made for financing materials, supplies and equipment for demon- 
stration purposes and, in fact, emphasis was to be on the development of 
indigenous materials. The complaint of the University of Ankara reflects 
their misunderstanding of contract objectives which existed at that time. 


None of the facts reported by the auditors with respect to this subject 
were inaccurate at the time of the audit but they were out-of-date when the 
report was issued. GAO summarized the following information supplied by 
ICA when it issued its final report: 
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(a) In 1956, the USOM assigned a qualified officer to assume respon- 
sibility for coordination and review of contract activities. 


(b) NYU assigned a competent professional chief-of-party with full 
rank and authority who developed the respect of his Turkish and 
American colleagues. 


(c) The selection of contract participants, planning and execution 
of academic programs was improved. 


(d) The new Dean of the Faculty of Political Science of the University 
of Ankara understood the basic contract objectives and cooperated 
with the NYU team. 


(e) NYU had a complete and well-qualified staff in Ankara. 


(f) The USOM provided ICA/W with timely reports and evaluations as 
necessary. At the insistence of ICA, NYU prepared more compre- 
hensive and useful semi-annual progress reports on a current 
basis. 


It is not expected that any further corrective action will be necessary. 


Administrative deficiencies disclosed by agency's internal audit (Page 36) 


The IAB audit report dated March 31, 1957 contained recommendations with 
respect to lack of audit activity in the Mission. The ICA intérnal audit réport 
contained 57 recommendations. Some of these recommendations also covered 
deficiencies in control of unexpendable equipment, the safeguarding of 
other assets and the periodic review of unliquidated obligations. ICA estab- 
lished a monitoring system on follow-up of actions to be taken on audit 
recommendations. A consolidated report of actions taken on the audit report 
on Turkey dated January 22, 1958, was submitted to the Audit Division for 
review and evaluation of recommendations adequately implemented. All of the 
57 recommendations in the audit report have been implemented. 


Based on the action taken by the Mission on the recommendations in the 
IAB audit report it is evident that considerable progress has been made in 
the audit activities of this Mission. 


Under present procedure, follow-up action on the findings and recom 
mendations contained in the Internal Audit Report is taken within 30 to 
45 days after receipt of the published report. Submission of a consolidated 
report by the Operating Division of ICA is required within the above period. 
This procedure is working efficiently. 


The above information submitted by ICA was incorporated into the GAO final 
report in brief summary form. 
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GAO REPORT ENTITLED "AUDIT REPORT TO THE CONGRESS 
OF THE UNITED STATES ON THE ECONOMIC AND TECHNICAL 
ASSISTANCE PROGRAM FOR VIETNAM, FY 55 and 57," DATED 


MAY 22, 1958 


GAO FINDING 


No accounting made for aid goods salvaged or lost in Northern 
Vietnam. (pp. 8, 18) 


ICA ANSWER 


As the auditors stated, FOA salvaged certain project equipment from the 
northern part of Vietnam which could be readily located and moved. The dis- 
position of these items, together with those that were in the pipeline for the 
northern part of Vietnam, is referred to in our comments on "Economic and 
Technical Development" wherein we explain that the inventory of these and other 
items has been substantially reduced by utilization for projects in South 
Vietnam. 


GAO FINDING 


The method of obligating 1955 aid funds in the sum of 234.8 million on 
the basis of a broad military support agreement executed in April, 1955, 
was a major deviation from established agency procedures, and, in our 
opinion, was not consistent with good financial management since funds 
were committed prior to a reasonably firm determination of their use. 
(pp» 8, 19, & 24) 


ICA ANSWER 


The newly established Vietnamese Government was in a precarious position 
during the first half of 1955. It was threatened from within by dissident sectar- 
ian armies and by Communist aggression from the north. Moreover, it did not have 
the ability to raise from non-inflationary sources necessary funds to finance the 
cost of its military forces. In order to insure South Vietnam's continued in- 
dependence, a major U.S. objective in Southeast Asia, a timely and legally binding 
guarantee of U.S. aid sufficient to maintain South Vietnam's military forces, was 
necessary. While the method used may have been "a major deviation from established 
agency procedures,” it was the considered view of responsible Agency officials that 
it was necessary that funds be obligated for support of Vietnam's military forces 
since a failure to have furnished such financial support most certainly would have 
added greatly to inflation and, in addition, might have so weakened the Government 
of Vietnam and its military forces that U.S. objectives in the area would have 
been jeopardized. The intergovernmer‘al agreement embodied a guarantee obligating 
funds necessary to maintain Vietnam's iwilitary forces. 


Moreover, it is not accurate to state that the funds involved were "committed 
prior to a reasonably firm determination of their use." Their use was clearly 
determined: it was to provide financial resources for the support of the Armed 
Forces of Vietnam for the calendar year 1955. Although later the amount obligated 
was found to be somewhat in excess of actual requirements, it was the amount 
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estimated necessary by the MAAG at that time based on specific titles and 
chapters of the Vietnamese military budget. Also, as the Report acknowledges, 
this resulted in a decrease in the amount requested for the next fiscal year. 


Moreover, the Report noted that since that time USOM has "obligated its 
funds for military budget support in keeping with its usual obligating practiceg,n 


GAO FINDING 


The agency obligated 1955 assistance funds substantially in excess 
of Vietnam's requirements for budgetary support, as subsequently 
determined. (pp. 9, 25) 


ICA ANSWER 


The Report did not appear to give adequate consideration to extenuating con- 
ditions created by the political, economia, and social revolutionary upheaval in 
Vietnam in the calendar years 1954 and 1955 - conditions which precluded any 
balanced and considered budgetary estimates. At this time, the new Government of 
Vietnam was struggling against what appeared to be insurmountable odds for its 
very existence. While it is true that it subsequently developed that military 
support costs had been over-estimated, the Report did not indicate (1) that the 
aid level was based on the best available MAAG estimate and (2) that neither 
MAAG nor the Vietnamese Government could, during the first chaotic months of 
Vietnam's independence, be expected to estimate military budget requirements 
accurately. At that time, for example, there were doubts about the rapidity with 
which it would be possible to reduce safely the Vietnamese Armed Forces which had 
been built up to over 250,000 during the civil war. There also was considerable 
question as to what military construction projects should be undertaken. Cost 
factors used were based on those experienced by the French Government for Vietnames 
troops. However, after further MAAG review, considerable savings were effected for 
1955. As the Report acknowledged, this carryover of unused funds from 1955 made 
it possible to reduce by a corresponding amount the funds required for 1956. 


GAO FINDING 


The Agency deemed it necessary to liberalize its procurement regulations 
and control procedures, and granted waivers on certain limitations on 
goods not normally eligible for ICA financing, such as luxury automobiles, 
etc. (pp. 9 & 26 


ICA ANSWER 


ICA's position is that the eligibility of commodities for commercial pro- 
curement determined, in most cases, by the special conditions and requirements 
existing in the country where the aid program was being administered. There is 
no one ICA list of ineligible commodities applicable on a world-wide basis. 


The aid program had as a major purpose the support of certain elements of 
the budget, particularly the military sector. To produce the local currency needé 
for this purpose without incurring damaging inflation, it was necessary to provide 
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dollar aid for commodity imports, and to maximize their flow into the country. 
Tis could only be accomplished by adopting a liberal position on commodity 
eligibility for Vietnam. This relaxation, however, did not extend to the im- 
portation of luxuries. 


As to the specific items cited, automobiles were restricted to a $2,400 
maximum wholesale price which is not in the "higher price brackets"; the pens in 
question were cheap ball points; watch parts for assembly in Vietnam were furnished 
but not wristwatches. Cameras were imported but only for professional or com- 
mercial use. Beer bottles were required by the Vietnamese economy to maintain the 
operation of the largest industry in the country, parts of the product being ex- 
ported and earning some foreign exchange. 


In evaluating the various commodity categories which ICA authorized for 
financing under each of the three procedures (Procurement Authorizations, Direct 
Dollars, Triangular Francs) shown in Exhibits 3, 4 and 5 of the report, it should 
be remembered that all the so-called "ineligible" items were gradually eliminated 
as eligible for ICA financing in Vietnam. 


Eligibility under Direct Dollars and Triangular Francs financing was based 
on the same criteria as PA financing. 


Compliance with the Small Business Provision was reinstated in 1956, however, 
for capital goods only. It was felt that enforcement of the provision in regard 
to all of the items procured under the Commercial Import Program would necessitate 
processing of a yearly average of 20,000 import licenses and seriously delay pro- 
curement and thus endanger the generation of the needed counterpart. At present 
(May 1959) the Government and USOM are developing recommendations for extending 
the application of the Small Business Provision to additional categories of im- 
ports. 


With respect to refunds due ICA/W, the Goverrment of Vietnam agreed to their 
liquidation in a timely manner. In August 1958 the Government of Vietnam remitted 
to ICA/W the sum of $484,000 covering a list of specific claims and arranged for 
additional remittances. 


GAO FINDING 


Cash grants and loans advanced to Vietnam by U.S. Treasury checks. This 
method led to a number of unusual, if not undesirable, conditions: Tended 
to aggravate inflationary pressures; allowed profit remittances of French 
business interests, and gave Vietnam dollars in excess of foreign exchange 
requirements. (pp. 10, 31) 


ICA ANSWER 


ICA agreed that cash grants should be avoided wherever possible and this has 
been the policy of ICA. However, in the situation that existed in Vietnam, the 
first objective was to support and maintain the Armed Forces of the country in face 
of the constant threat of internal subversion and possible aggression from North 
Vietnam. For that reason, it was necessary to have immediate availabilities of 
local currency, and the required amounts could not be generated quickly enough by 
the usual means--counterpart generation through the issuance of procurement 
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authorizations for imports. The Report conceded that piasters were needed to 
meet the emergency situations of the refugee and military support programs. ICA 
would have been derelict had it not taken the necessary, even though ordinarily 
less desirable, measures to deal with the problem it faced. Once an adequate 
pipeline of commodity imports was established (in 1956), the use of cash grants 
was terminated. 


The loan is referred to as not being sound because proceeds were used for 
miiitary budget support, and other non-revenue producing uses. Attention is 
called to the policy expressed by the Congress in Mutual Security Program legis- 
lation that wherever possible, loans should be preferred to grants. ICA followe 
this policy consistently and made it a point to see that some component of the 
aid program of most countries receiving aid took the form of loans. This empha- 
sized, among Sther factors, the responsibility of the recipient country to help 
itself in achieving mutual objectives. 


With respect to this particular loan, the use of the proceeds was only one 
of many criteria for determining soundness. The security was the general ability 
of the Government to repay. The annual payments required on this loan were so 
small in relation to the Vietnamese budget that it was believed it could be re- 
paid. If made in local currency, annual payments, including interest, will range 
from VN$35 million in 1960 to VN$62 million in 1995. {In 1970, for instance, re- 
payments will require VN$i3 million During the 1960's repayments will average 
VNGLO-mititoh pér year, which iscTess than 1/3 of I-perééht of the amount of the 
Government of Vietnam budget for 1958. 


GAO_ FINDING 


The realistic value of the plaster is 70 to $1, compared with the 
official rate of 35 to $1, and this results in an expenditure of about 
twice as many U.8. aid dollars to generate the plasters needed to meet 
U.S. commitments to support the military budget and other programs as 
can be justified. (pp. ll, 42) 


ICA ANSWER 


With respect to the rate of exchange, ICA believes and has informed the 
General Accounting Office that: 


(a) ICA agrees that inflationary conditions in Vietnam subsequent to the 
establishment of the 35 to $1 rate by the French in 1953 reduced the real value 
of the plaster. However, under present conditions, there is no possibility that 
a 50 percent saving in non-project aid would be effected by a devaluation of the 
piaster exchange rate. The Report failed to consider the importance of the fact 
that, as a result of tax and other measures taken by the Vietnamese Government in 
late 1956 and early 1957 on the urging of U.S. representatives, Vietnam establish- 
ed an "effective" rate of return of about 50 piasters per U.S. dollar. With this 
rate importers make no windfall profits. Nonetheless the final Report continued 
to cite the existence of windfall profits to importers of U.S.-—financed goods at 
a time when most Vietnamese importers were finding it quite difficult to make any 
profits at all. Moreover, the volume of major Vietnamese exports, rice and rubber, 
is rising substantially, further indicating that this "effective" rate is a 
reasonably realistic one. 
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(ob) The rate of 70:1 can in no sense be taken to reflect the true value 
of the Vietnamese piaster simply because it is an official rate used for certain 
foreign exchange transactions. The limited access market (established in July 
1956) in which this rate applies, was primarily designed to deal with the need to 
allow the transfer, at a substantial premium, of current income from the extensive 
French investments in Vietnam. This served to avoid unduly taxing the foreign 
exchange position of Vietnam. 


(c) The unofficial market rates for the plaster, such as the Hong Kong and 
the Saigon "black market" rates, have no relevance for an appreciation of the real 
value of the plaster. These are rates which primarily reflect the relative 
urgency which individuals and firms attach to illegal capital flight from Vietnan, 
and the premium which they are willing to pay to transfer funds abroad. Toa 
degree, therefore, the black market rate actually reflects the relative success 
which the Vietnamese Government and ICA had in eliminating illegitimate transac- 
tions, such as over-invoicing of imports, from the commercial import or non-project 
sector of the U.S. aid program. The Hong Kong market is an extremely "thin" one, 
and the rate fluctuates widely, depending upon political andsecurity conditions in 
Vietnam and in the world. Although monetary conditions in Vietnam also exert an 
influence on this "black market" rate, their influence is overshadowed by the 
factors referred to. 


The report took little or no account of the marked success, due in large 
measure to the U.S: aid program and the efforts of U.S. representatives, in sta- 
bilizing the internal financial situation in Vietnam, a development which clearly 
had a major influence in strengthening the external value of the piaster. 


In addition to direct comments to GAO on the exchange rate question in 
Vietnam, ICA furnished an extensive analysis on the same situation to Congressional 
committees. 


The USOM instituted an effective control over the deposits of piasters to the 
counterpart fund. Using the monthly statements rendered by ICA/W setting forth 
information on dollar payments for commercial imports and taking into consideration 
related adjustments, the USOM prepares each month an accounting statement furnish- 
ing a yardstick of the cumulative amount that should be deposited to the Special 
Account covering the program for FY 1955 and subsequent years. The USOM's monthly 
accounting statement reflects in detail the amount of deposits required and com- 
pares that with the amount actually deposited by the Government as of the same 
date (exclusive of receipts of customs duties). By agreement with the National 
Bank of Vietnam, copies of this monthly status report of counterpart deposits are 
forwarded to the National Bank where they are subjected to careful analysis. 


In this connection it should be noted that, although the Report indicated 


that controls of counterpart deposits should be established on all current ship- 
ments, the Mission succeeded, in the meantime, in establishing such a control 


beginning with the expanded program for FY 1955. 
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GAO FINDING 


The GAO Report makes three criticisms regarding the refugee program 
in 1955 and 1956: (pp. 12, 49) 


1. "Unsatisfactory conditions relating to the administration of 
the program and the utilization of United States aid funds which may 
be attributed in varying degrees to the emergency situation prevailing 
at the time." 


2. Failure of USOM "to obtain an acceptable accounting of some 
1,410 million pilasters." 


3- "One hundred tractors, and other heavy equipment and tools, 
procured for this program, had not arrived or had not been put to ef- 
fective use at the time of our field examination." (pp. 12, 49) 


ICA ANSWER 


With respect to "unsatisfactory conditions relating to the administra- 
tion ..." (p. 49), many are admitted. It is submitted, however, that Operation 
Exodus, the project under which 660,000 Vietnamese civilians living in North 
Vietnam were given aid and refuge in South Vietnam under the terms of the Geneva 
Agreement, was an emergency program, the very nature of which precluded detailed 
planning. Yet its management reflects great credit both on the U.S. and 
Vietnamese personnel concerned. This project, involving one of the largest 
voluntary mass migrations, is acknowledged to have been a spectacular success. 
Half a million of the refugees were moved south from North Vietnam in the short 
period between January and May, 1955. 


Unlike many refugee programs which have continued for many years, this 
program was effectively terminated on December 31, 1957, when the Vietnamese 
organization administering the refugee program was dissolved and all the refugee 
settlements were integrated into the regular governmental structure. The former 
refugees are now generally self-supporting citizens of the new Republic and are 
contributing to its economic, social, and political development. 


The Report failed to recognize that the welfare of 660,000 human beings 
could not wait for a newly independent and former colonial state to establish 
an efficient administration. The feeding, housing, health, and well-being of 
these displaced refugees could not wait for the untried Government of Vietnam 
to learn efficient administration and apply it in cooperation with USOM. 


Given the conditions of virtual anarchy under which the refugee program was . 
conducted (the disturbing presence of Communist cadres in Saigon and the country- 
side, control of Saigon by river pirates living off the profits of their notorious 
vice dens, domination of large rural areas by the armies of several religious 
sects, scarcity of trained Vietnamese to man the technical and administrative 
positions in every branch of the Government, and a ruined economy prostrate after 
ten years of war)—given these conditions, it is submitted that a commendable job 
in implementing U.S. policy objectives despite administrative difficulties was 
accomplished. 
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As for USOMts failure to "obtain an acceptable accounting of some 1,410 
million plasters" (p. 54), expenditures totaling that amount have since been 
fully documented by the Government of Vietnam and reviewed by the USOM's Con- 
troller's Office. This final audit of Exodus counterpart expenditures was 
completed in March, 1958. 


In the section on heavy equipment (p. 57), the assertion is made that 
tmich of the plowing and harrowing at Cai San, and the digging of canals, was 
done by hand labor." The USOM advised the GAO at the time of the on-site audit 
that the 100 tractors were assigned to Cai San to plow and harrow some 77,000 
hectares for rice culture. These tractors were, in fact, used to cultivate most 
of the land at Cai San. These tractors were not intended and not suited for 
digging canals. It is true that even with priority handling certain of the 
tractors were delayed and others arrived at the height of the 1956 rainy season 
when plowing with tractors was impossible. Nevertheless, the farmers did pre- 
pare some of the soil and realized a partial crop during the succeeding season. 


The observation that much of the work in digging canals was done by hand 
labor is true, and this is what was originally intended. Instead of receiving 
food as a handout while waiting for their own crops to mature, the farmers worked 
for it and at the same time did the necessary work of digging the canals. 


With respect to hand tools, the Report states that 1,062,000 hand tools, 
procured with ICA funds could not be fully accounted for by Comigal(pp. 57-58). 
Again, in the confused period of 1956, this was true. By fall of 1957, however, 
reports were prepared @ach month at Comigal showing tools and fertilizer received by 
Comigal. Control features were afforded by comparison of USOM arrival notices 
with receipts reflected in Comigal records. Inquiries were made concerning dif- 
ferences, Each month Comigal prepared a distribution list showing monthly dis- 
tribution according to villages and balance in warehouse (if any). Records were 
kept of hand tools and fertilizer distribution according to villages. Control 
was afforded by comparison of these records compiled from Comigal reports with 
actual checks made at villages. Quantities in warehouse were subject to physical 
check. In November 1957 a study made by the Controller's Office revealed that 
97.5 percent of 1,264,817 hand tools had been distributed and accounted for. 


GAO riNDING 


"Considerable quantities of medical supplies stockpiled in warehouses 
in Saigon” and reports that "progress has been made in absorbing the 
accumulated commodities and further follow-up action was being taken 
with respect to remaining warehouse stocks" (pp. 13, 63) 


ICA ANSWER 


The fact not mentioned is that before 1954 the Mission, under severe emer- 
gency, was ordering supplies and equipment for all of Indochina, then under French 
administration. After implementation of the Geneva Agreement, the backlog of 
medical supplies and equipment on order continued to arrive in Saigon--material 
consigned to Cambodia and Laos, now independent, and North Vietnam, which by then 
was under Communist control. 


In spite of criticism to the contrary, the Mission substantially reduced the 
warehousing inventory of these items, particularly those originally intended for 
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North Vietnam. There were excessive stocks of stored material, but half of 

it was intended for North Vietnam and some was brought down from Hanoi to keep 

it from falling into Communist hands. Since the visit of the GAO representatives, 
a considerable volume of supplies was moved and used in the hospitals, clinics, 
and public health programs of the Government of Vietnam. In February, 1958, for 
example, the Mission moved $250,000 worth of supplies and equipment into Vietnames 
public health channels. 


The small amount of medical supplies and equipment which remained was pru- 
dently programmed for use within the next year. The health services development 
project carefully scheduled thirteen specific drugs for distribution among some 
3,000 villages. Every item in this medical inventory built up over the past 
years was allocated to a legitimate end-use. The Govermment of Vietnam constructs 
a@ warehouse where the numerous large crates of supplies and equipment was broken 
down into small lots which were consigned for shipment to specific hospitals and 
clinics. 


GAO FINDING 


Premature obligation of funds for a telecommunications system without 
first determining the types and amounts of equipment required. (pp. 14, 71) 


ICA ANSWER 


Funds actually were obligated for specific types and amounts of equipment. 
Before they could be ordered, however, a regional project was initiated to cover 
a comprehensive telecommunications network for Vietnam, Thailand, Cambodia, and 
Laos. In order that there should be no incompatability in equipment, implementa- 
tion of the procurement was postponed until the regional engineering study was 
completed. The regional project was established and the funds obligated for 1955 
and 1956 have been programmed for this project. 


GAO FINDING 


The funding of the highways and bridges project has been on a piece-meal 
basis because of frequent changes in operating and financial plans. The 
agency should establish firm program plans as a basis for its financial 
contributions and then follow an orderly plan of incurring annual obliga- 
tions to finance estimated project costs. (pp. 14, 72) 


ICA ANSWER 


The emergency repair of roads and bridges was done on a piece-meal basis 

in 1955 and 1956. Blown-up bridges and neglected war-damaged roads in out-of- 
the-way areas often far separated one from the other, were rebuilt immediately 
so that the Vietnamese Armed Forces and Civil Guard could restore internal order, 
The report fails to note that security of the countryside from roving bandits, 
private armies of religious sects, and Communists was a real problem. To reopen 
highways for the national Army, it was necessary to work on an emergency basis, 
making repairs where they were most needed at the moment. 


By and large, the emergency passed by 1957. The project for rehabilitation 
and modernizing the Vietnam highway system was based on plans and priorities 
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agreed upon by USOM and the Government of Vietnam. These plans addressed 
themselves both to military and economic considerations and the future com- 
mercial value of an integrated highway network. The plans and financing for 
the highway system were managed according to sound practice and established 
procedures. 


GAO_FINDING 


ICA and other U.S. agencies operating in Vietnam should study the 
possibility of pooling common administrative support functions. (pp. 16, 90) 


ICA_ANSWER 


A re-examination of support functions to determine if further integration 
would be practical showed that pooling had already been effected to the limits of 
practicability possible under existing organizational circumstances. 


With respect to housing, "competition" amongst U.S. agencies was eliminated 
through the establishment of a "Country Team Housing Board." 


Also, the statement on page 90 of the report regarding the high cost of 
housing because of the exchange rate utilized is no longer valid. The Mission's 
administrative and technical support local currency funds are obtained by con- 
verting appropriate dollars into plasters at a preferential rate. 


GAO FINDING 


Internal audits conducted by ICA in 1955 and 1957 disclosed certain 
deficiencies in Mission's financial management and a need for improving 
property and other control procedures. (pp. 17, 92) 


ICA_ANSWER 


The Mission expanded substantially its performance of end-use checks in the 
time intervening between the visit of the GAO representatives and the issuance of 
the report. For example, while the number of end-use investigations performed in 
1955 totalled nine and in 1956 totalled 35, the number of such end-use checks per- 
formed during 1958 totalled 515. In addition, the Mission expanded its auditing 
of project implementation from a financial standpoint and its internal audit 
activities relating to Mission cash and property. 


GAO FINDING 


Financial reporting, both at the Washington office and at the Overseas 
Mission, has not disclosed in a clear manner the accomplishment and status 
of principal program activities, nor of the program as a whole. (pp. 17, 93) 


ICA ANSWER 


The Mission made substantial progress in the preparation of periodic financial 
reports reflecting the status of current year and prior years’ programs. These 
reports provide Mission management with significant financial data with respect 
to the program as a whole and to its component parts. 
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GAO REFORT ENTITLED “EXAMINATION OF 
100 MILLION DOLLAR LOAN TO EUROPEAN COAL 
AND STEEL COMMUNITY, TRANSMITTED TO ICA ON 


MARCH 13, 1958 


GAO FINDING 


That there was an absence of control over the loan by the United 
States. (Page 5) 


ICA ANSWER 


The question of absence of United States control over the use of the loan 
as discussed on pages 5 and 7 of the report omits recognition of the fact that 
the degree of responsibility granted to the High Authority in selecting the 
projects and otherwise controlling the use of the funds was made possible in 
large part by the prior discussions and agreements between the High Authority 
and the United States on the criteria for selection of projects, by function 
and by area, and review by the High Authority of the individual loans to the 
separate enterprises in the Community. Furthermore, the report fails to stress 
that the degree of authority and responsibility to be exercised by the High 
Authority in this regard was not simply ". . . accepted by the U. S. Government 
as satisfactory” (p. 7 of the report) but was, in fact, one of the principal 
objectives to strengthen the High Authority in its early years, and as such was 


held to be highly desirable. 


It is submitted that the section of the published report dealing with 
"Absence of United States control over use of loan" (p. 7) should have included 
the significant fact that there has been no default by borrowing enterprises 
and that the United States Government is confident of repayment in accordance 
with the terms of the loan (see page 7 of the inter-Agency comments on draft 
GAO report). 


GAO FINDING 
That the loan was based largely on considerations of foreign policy. (Page 1! 


ICA ANSWER 


There is no question, as has been previously indicated, that foreign policy 
considerations were a major factor underlying the loan but there were also strong 
economic justifications for the loan. While it was publicly announced by the 
President that the loan was intended to promote European economic and political 
integration, this does not mean that as stated (p. 11) in the published GAO 


report "The economic need of the Community and the component enterprises in the 
member countries does not appear to have been a major factor in the decision to 


make the loan." Without exploring the general question as to whether any U. S. 
economic activity can achieve, in the long run, maximm political effect without 
a strong initial economic justification it is safe to state that the overall 
Coal and Steel Community economic need was amply evident and that sufficiently 
large centrally controlled economic resources were considered vital at that 
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critical time to insure forward momentum of the economic integration process. 

The published report begs the question in stating that the favorable economic 
condition of two member governments, Germany and Belgium, is proof per se 

that there was no economic justification for the U. S. loan to the High Authority 
and in turn the sub-lending to individual private enterprises in those countries. 
Te Belgian example is particularly unsuited since the organization of cooperating 
enterprises required to bring about economic use for power production of wasted 
low grade coal from marginal Belgian mines necessitated central direction and 
fairly large loans at relatively low interest rates. 


It is submitted that, without detracting from the economic factors, foreign 
policy considerations could have been more clearly indicated by the inclusion of 
certain points previously suggested in the inter-Agency comments on the draft 
report. For example, the rationale for delegation to the Coal and Steel Com- 
munity of the administration of the loan is overlooked in the published report. 
It was also previously advanced that administration of the loan was necessarily 
delegated to the Coal and Steel Community to be used for purposes specified in 
the agreement in such a manner as would best contribute to the establishment of 
the common market. 


It is suggested that highlighting, in the covering letter from the Comp- 
troller General to Speaker Rayburn, of the "four broad policy matters” and 
particularly the fourth point, e.g., "The loan was based largely on consider- 
ations of foreign policy" and the further elaboration of this point (pp. 11 and 
12 of the published report) minimizes to an undesirable extent the economic 
importance of tne loan. For example, the statement (pp. 10 and 11 of the report), 


"As a result, the financing obtained from the United States loan was additive to, 


and applied in a similar manner as, the funds raised locally in Europe” fails to 
do justice to the stimulating role of the United States loan. When the United 


States loan was announced the High Authority received loan applications from 
enterprises for projects with a total of nearly $500 million. Projects costing 
$395 million were selected by the High Authority in terms of greatest interest 
in relation to U. S. loan objectives and criteria. European funds raised to 
finance these projects amounted to $295 million or nearly three times the amount 
available from the U. S. loan. The volume of sound loan applications received 
by the High Authority and the amount of local financing, supported by the High 
Authority's lending, demonstrate the need and justification for a loan of the 
size of that extended by the United States. 


The published report (p. 12) cites the growth of Community assets following 
the United States loan and implies that this is evidence that the U. S. loan was 
not necessary. It is the considered inter-Agency opinion that the U. S. loan 
was an important stimulant given the condition of the European Capital Market at 
that time. The influence of external financing in opening up local capital 
markets is a well-known phenomenon as indicated in Export-Import Bank reports 
since 1954. 
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GAO FINDING 


That none of the loan funds were used for procurement in the 
United States. (Page 9) 


ICA ANSWER 


The report (p. 10) states "The legislative provision that insofar as 
practicable advance notification on proposed procurement to be financed by 
ICA be furnished through the Office of Small Business was not followed in 
the case of the loan to the Coal and Steel Community." This statement appears 


to be a legal conclusion that the loan was extended on terms and conditions 
not authorized by the legislation--a conclusion which we do not believe was 
intended. The Mutual Security Act, section 504(a) provides, "Insofar as 


practicable and to the extent consistent with the accomplishment of the pur- 





to be made available to suppliers in the United States and particularly to 
small independent enterprises, information, as far in advance as possible, 
with respect to purchases proposed to be financed with such funds... ." 


It is noted that the report (p. 2) has not utilized the more refined 
funding source table submitted by this Agency in commerting upon the draft 
report, which data are of record in this Agency's European Coal and Steel 
Community Loan file. 
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GAO REPORT OF EXAMINATION OF REPORT 
SUBMITTED BY INTERNATIONAL COOPERATION 
ADMINISTRATION UNDER SECTION 1311, 
SUPPLEMENTAL APPROPRIATION ACT OF 1955, 
AS OF JUNE 30, 1957, TRANSMITTED TO ICA 


JUNE 19, 1958 
GAO FINDING 


The Middle East Resolution (Joint Resolution designed to promote peace and 
stability in the Middle East, Public Law 85-7 approved March 9, 1957, 71 Stat. 5) 
authorized the use of 200 million dollars, previously appropriated for the pur- 
pose of the mutual security program, without regard to certain limitations con- 
tained in the mutual security legislation. Largely as a result of the efforts 
of the President's Special Envoy, Ambassador James P. Richards, the United States 
Government committed a total of 174 million dollars for special programs in 
several Middle East countries, of which 123 million dollars was for economic 
assistance and 51 million dollars was for military assistance. At the close of 
fiscal year 1957, ICA had formalized obligations for economic aid aggregating 

103 million dollars, while an additional program of 20 million dollars (for 
Saudia Arabia) was to be funded in fiscal year 1958. 


In obligating these funds, ICA did not follow in all cases its prescribed pro- 
cedures designed to assure orderly planning and timely utilization of funds. 

In our previous audit reports to the Congress on ICA assistance programs for 
individual countries, we called attention to the disadvantages of incurring pre- 
mature obligations and the need, on the part of ICA and the recipient country, 
for more considered plamning and definitive understandings on all essential 
elements of projects financed with United States funds. (Page 1 of Supplementary 
Comments, GAO Report). 


ICA ANSWER 


With respect to the supplementary comments, the Report noted a premature 
obligation of funds under the Middle East Resolution. As indicated in the Report, 
the President's Special Envoy, Ambassador James P. Richards, committed 174 million 
dollars for special programs in several Middle East countries in accordance with 
the terms of the Joint Resolution. Consequently firm United States obligations 
did exist and ICA had no alternative but to reflect these obligations in its 
accounts. The fact that detailed planning occured subsequently was inevitable 
and proper under the terms of the Joint Resolution. 
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Senator Cartson. I want to say, Senator, I think this has been a 
most enlightening discussion. The last few minutes covered some- 
thing I really needed to know. 

Senator SparKMAN. May I say I think the whole presentation this 
morning has been excellent. 


PUBLIC LAW 480 AND COUNTERPART FUNDS 


Senator Kennepy. If we can, I would like to continue on with 
rupees. Tell me how the counterpart funds now are being built up; 
about Public Law 480 funds held by the U.S. Government; -and about 
counterpart funds held by the government in question. 

Mr. Saccto. Yes. You would not have counterpart in India. You 
would have it, say, in Vietnam, where defense support aid is given 
on a grant basis in the form of commodities. These commodities are 
introduced into the economy of the country, the sales proceeds in the 
form of local currency go into the counterpart account of the govern- 
ment, and jointly we ‘decide how the counterpart is to be used. 

In the case of Vietnam, a large part of it is used for troop payments. 

Senator Kennepy. Do you have the Public Law 480 sales in Viet- 
nam ¢ 

Mr. Saccto. We have Public Law 480 sales. 

Senator Kennepy. So counterpart is built up from the grant of 
agricultural commodities ? 

Mr. Saccro. No, grant of defense support aid. 

Senator Kennepy. I understand that; that aid may be agricultural 
commodities, didn’t you say ? 

Mr. Saccto. It may. 

Mr. Betu. But not likely to be. 

Senator Kennepy. Why not? 

Mr. Beuw. Well, for two reasons: One is normally if you can supply 
agricultural commodity imports through Public Law 480, you do so. 
Secondly, to the extent we can use it under the mutual security pro- 
gram, we do so under section 402 in which technically we sell them, 
and the rupee proceeds or foreign currency proceeds of those par- 
ticular sales again become U.S. property, but with this additional com- 
plication, that they are available under the law for the purposes of 
the Mutual Security Act. Therefore, they can be used in contrast to 
480 very directly for grants or loans for economic or other purposes, 
for any purpose of the act. 


USE OF INDIAN CURRENCIES 


Senator KENNepy. Well, now, in the case of India, as we look for- 
ward to a continued use of the Public Law 480 program there, we are 
going to build up an enormous balance. I would think in 20 years, 
or 25 years, this would be an overwhelming drag on the Indian 
economy. 

Do you think the solution will be the waiver ? 

Mr. Saccio. That is right. 

‘ r y . . ae 

Senator Kennepy. We c poul 1 then make these in the form of grants 
which could conceivably be built up as assets in the Indian treasury. 


That would be a very generous action by the Congress and one that 
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I wouldn’t think it would be prepared to make today, but it may be 
the only solution in the long run; is that it ? 

Mr. Sacctio. Actually, when we grant the local currency it is for : 
specific purpose which fairly well fits in with their own planning. 

Senator Kennepy. I would think you would almost get too much 
for that, wouldn’t you, in the next 10 years. Your balances would 
be so large that even if you made them grants you would still prob- 
ably have more than the government might want to put into the econ- 
omy each year. 

Mr. Saccio. Actus lly, the local currency comes out of the econ- 
omy when the surplus is sold to the people who put up their rupees. 
It is not the Government that is supplying the currency. It is then 
put back into the economy for use on specific projects. We hope that 
the more liberal use of the waiver will make use quickly and more 
effectively the local currency at the particular time that the sale is 
made instead of letting it stand unused or as a loan on our books. 

Mr. Bett. The problem, of course, varies very considerably between 
a country like India, where you envisage large-scale sales for a long 
time, and other countries, which is what makes the legal position 


difficult. 


AGENCIES HANDLING LOCAL CURRENCTES 


Senator Kennepy. Is there a very close liaison between the people 
who are making the determination on Public Law 480 sales, the World 
Bank, and the ‘Development Loan Fund? What is the liaison? 

Mr. Bexu. Well, these all tend to focus through Mr. Dillon one way 
or another. With respect to Public Law 480 and grant aid, ICA isa 
member of the committee which handles Public Law 480. It admin- 
isters the local currencies which are derived therefrom for economic 
purposes, and participates in the decisions on Public Law 480. 

The State Department people who are concerned with economic de- 
velopment are also members of the same committee. There is a close 
liaison. So far as DLF is concerned, ICA is also a member of the 
Board of DLF, as is Mr. Dillon. It is closely interwoven, and it is 
Mr. Dillon’s basic responsibility to see to it that these various instru- 
ments are harmonized. 

Senator Kennepy. And he takes these same responsibilities into his 
new job? 

Mr. Bett. Yes, sir. 

Senator Kennepy. It seems to me it would keep him busy. 

Mr. Bett. Yes. 


WATVER OF MAINTENANCE OF VALUE CLAUSE 


Senator Kennepy. I would think we ought to do something about 
this maintenance of value. I would think that in a country where 
there is inflation, it would be a tremendous irritant if within 20 years 
they are going to have to pay us back five times. 

Mr. Beut. This i is, of course, what makes them reluctant to make a 
loan on that basis. 

Senator Kennepy. Is there any legislative proposal on that? 

Mr, Beii. No; we have decided in the executive branch to no longer 
require that. 
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Senator Kennepy. You are able to do that ? 
Mr. Betu. Yes. 


SALARIES AND REPRESENTATION ALLOWANCES OF ICA PERSON NEL 


Senator Kennepy. Let me ask you, what is the entertainment allow- 
ance, or whatever term you want to use, for ICA officials overseas? 
Tell me about their salaries and allowances. 

Mr. Murpny. I am John Murphy, ICA Controller, Senator. I had 
better answer that. 

So far as the salaries are concerned, most of the ICA personnel 
overseas are employed in accordance with the Foreign Service Act, 
and the salaries are fixed by that act. The employees are mostly 
Foreign Service Reserve officers, as distinguished from Foreign Serv- 
ice officers, but the salaries of an FSR, as we call them, Foreign Serv- 
ice Reserve officer, class 1 is the same as a salary for a Foreign Service 
officer in class 1. 

With respect to representation allowances, in our 60 missions over- 
seas, our representation allowances run about $190,000 a year, or 
would average out about $3,000 a year per mission. 

This will vary somewhat between the very large missions and the 
very small missions. 

The ICA mission director usually has a prescribed amount of that 
allowance for his own personal requirements, and then the balance of 
it is distributed among the senior members of the staff for their repre- 
sentational requirements. 

Senator Kennepy. In order to make it more personal, what would 
you say a second or third in command in Saigon would receive in the 
way of representation allowances? 

Mr. Morpny. A second or third echelon would probably get any- 
where from $300 to $500 a yea 

Senator Kennepy. This sould be in addition to his salary, and that 
would be for representation ? 

Mr. Murpny. Oh, yes, and he only gets that if he spends it on 
representational purposes. He must bill for that in detail, and so 
forth. 

Senator Kennepy. I suppose you have dozens in the ICA mission 
in Saigon. 

Mr. Mourpny. Oh, yes; in Vietnam we have a large number. 

Senator Kennepy. And when you hit the bottom of the officers who 
receive this allowance, what is the minimum they receive? 

Mr. Murrny. Well, after you reach about the second or third 
echelon, Senator, there just isn’t any representation allowance. 

Mr. Be.v. The mission director has a certain amount of discretion 
in the disposition and allocation among various officers of these funds, 
just as an Ambassador does in the Embassy. 

Senator Kennepy. I received a letter from someone who informed 
me that in Korea the cultural officer—which has nothing to do with 
a a representation allowance of some incredible sum of $50 

* $75 a year at the Embassy. I wonder if the staff could see that 
we obtain, and I am sure you have this information, the documents 
which contain the representation allowance of Foreign Service Re- 
serve officers according to grade, Foreign Service officers, cultural 


? 
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officers, and so on, plus allowances of USTA personnel and ICA per- 
sonnel, just so we get some idea of what these people get as a repre- 
sentation allowance. 

(The information above referred to is as follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION 


Representation allowances, fiscal year 1959 





Area or country 


AFRICA 


East Africa 
Ethiopia 
Ghana 
Liberia. 
Libya 
Morocco 
Tunisia 
Somolia 
Rhodesia 
Nigeria 


Total, Africa 


EUROPE 
Austria 

Germany 

Italy 

Iceland. - 

Spain 

Yugoslavia 

USRO 

Area controller 


Total, Europe 


FAR EAST 
Burma. -- 
Cambodia 
Indonesia 
Japan 
Korea 
Laos 
Philippines 
Taiwan 
Thailand... 
Vietnam 


Total, Far East 


USOM 
director 


$1, 500 
2, 000 
1, 500 
1, 500 
1, 500 


1, 500 | 
1,000 | 


Other 
officers 


j}at USOM |} 


x 
= 


900 | 


700 | 


12, 100 | 


600 | 


600 


600 | 


2, 600 


1, 300 


2, 400 | 


| 8, 100 


2, 000 
1, 800 
2, 000 
2, 000 
3, 000 
1,000 
2, 000 
1, 800 
3, 000 


3, 000 | 


21, 600 


= 
4 


Se! bk 
S: Ss 


be 
S 


*~ 
*~< 





x 
S 


NNR Oe Oe Coe 
~*~ 
=x 


19, 400 | 








|| Turkey 


Area or country 


LATIN AMERICA 
Argentina 

Bolivia 

| Brazil 

British Guiana 
Chile 

Colombia 

Costa Rica 

Cuba 

Ecuador 

El Salvador 
Guatemala 

Haiti_ 

Honduras 

Mexico 

Nicaragua 

|} Panama 

Paraguay 

| Peru 

Surinam 

Trinidad 

Uruguay 

| Venezuela. _ 

British Honduras 
Jamaica ‘ ’ 
Dominican Republic 


Total, Latin America 


NEAR EAST AND SOUTH ASIA 
Afghanistan. _....- 
Ceylon... his 
Egypt ee 
Greece ” 
India ae 
Tran 
Iraq 
Israel a 
Jordan 
Lebanon 
Nepal 
Pakistan 


| Sudan 





Total, Near 
south Asia 


East and 


Grand total 


| 





1, 500 
1, 500 

500 
2, 500 
3, 000 
3, 000 
2, 200 
1, 800 
1, 500 
2, 300 
1, 500 
2, 100 
3, 000 
1, 500 


27, 900 


98, 650 








USOM Other 
director | officers 
ie USOM 
$1, 200 $600 
1, 200 2, 400 
2, 000 2, 400 
1 enna 
2, 000 1, 500 
1, 800 1, 800 
1, 200 1, 200 
1,000 | 1, 000 
1,000 2, 000 
1, 200 | 1, 500 
2, 000 1, 300 
1, 200 1, 200 
1, 200 1, 200 
1, 500 1, 200 
1, 200 | 1,000 
1, 200 1, 800 
1, 200 2, 000 
1, 800 1, 800 
1, 000 600 
1,000 600 
500 500 
DR Bice 
SE inisetessnhdann 
linda wieskicnas 
250 | 





=5 


saseeessece 
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Representation allowances—Estimated obligations, 1959 
g 


BUREAU OF AFRIC 


Chief of Ranking 
mission subordinate 
Post teu . oo 
iNum-|Amount Num-| Amount 
ber ber 
a a } 
Ghana 1 2, 000 1 $850 | 
Ethiopia J 2, 984 l R50 | 
Libya l 2, 100 l 890 
French West Africa 
Sierra Leone 
Nigeria 
Belgian Congo 
Mozambique 
Angola 
Somalia 
Liberia... | 2, 650 1 850 
Kenya 
Union of South Africa l 2, 000 l 800 | 
Morocco l 2,750 1 800 
Southern Rhodesia 
Togo... 
Madagascar 
Tunisia 1; 2,450 1 | 850 
Togo | 
Cameroun.. 
Guinea 
Total 7 16, 934 7 5, 890 
BUREAU OF NEAR EASTERN, 
Cyprus 
Greece l $6, 100 l $1, 100 
Iran l 3, 700 l 1, 100 
Turkey l +, 800 l 1, 100 
Aden 
Egypt l 4, 000 l 1, 100 
Iraq l 3, 600 l 1, 100 
Israel l 3, 000 l 1, 100 
Jordan l 2, 200 l 1, 000 
Kuweit 
Lebanon l 4, 600 l 1, 100 
Saudi Arabia... 1 2, 700 l 900 
Sudan l 2, 500 l 1, 000 
Syria. 
Afghanistan l 3, 000 l 1, 100 
Ceylon l 2, 500 l 1, 000 
Pakistan 1 3, 000 l 1, 100 
India l 5, 600 l 1, 100 
Yemen 
Bahrein 
Total 14 50, 300 14 14, 900 


ACT OF 


F STATE 


AN AFFAIRS 


Other officers 


| at diplomatic | 


missions 


Num 
ber 


~ $850 
| 5 RSD 
5 2. 700 
6 950 
7 1, 900 
q 1, 200 
| 
6 1, 650 
46 10, 100 
SOUTH ASIA 


21 $3, 500 
20 3, 100 
18 2, 200 
20 3, 600 
12 1, 700 
lj 2, 000 
6 1, 150 
17 3, 200 
§ 1, 000 
6 1, 000 
7 1, 100 
8 1, O89 
18 1, 750 
32 3, 500 

29, 889 


210 


Amount 





1959 


Officers at 


consular 
posts 
Num 
ber 
3 $800 
7 2, 850 
2 600 
3, 100 
4, 300 
3 1, 100 
3 1, O50 
6 1, 700 
14 4, 400 
14 4, 5K 
13 3, 000 
6 1, 800 
2 600 
; 600 
2 mn) 
102 $1, 000 
AFFAIRS 
2 $1, 700 
3 1, 755 
6 4, 900 
12 4, 800 
3 1, 800 
2, 500 
4 1. 900 
6 $, 250 
3 2, 000 
6 2, 000 
v 4, 050 
13 3, 600 
21 7, 300 
l 750 
2 750 
06 43, O55 


Amount|Num 


ber 


Swwwe rors 


mM h& 


> Oe 


162 


2h 


10 


tw 


334 


Total 


Amount 


no 


+s 


® 


-ASS Sr KK Sy 


= = = RO PO 


, 700 
, 484 


690 
850 
600 


, 100 


100 


, 050 


700 
450 
400 
200 
800 
600 
HO 

950 


600 


43, 924 


, 700 


455 
800 


, 900 


800 
200 


, 300 


350 


, 350 


000 


&, 900 


138, 


», 600 
, 500 
, 050 
, 200 
, 589 
, 450 
, 500 


750 
750 


144 
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Representation allowances 





Estimated obligations, 1959—Continued 
BUREAU OF EUROPEAN AFFAIRS 











| Chief of | Ranking | Other officers | Officers at 
— mission | Subordinate | at diplomatic consular Total 
| missions posts 
Post ioiancneapidittlpinaciaillacag a Ne 
|Num-| Amount Num-| Amount|Num-|Amount|Num-|A mount Num-!|Amount 
ber ber | | ber | | ber ber 
nt ———— : ——/— peepee ——T— 
Germany 1 $5, 000 1 | $2,000; 38] $4,400 59 | $11, 900 99 | $23,300 
France (including Al | | | 
00 giers) 1 5, 000 1 2, 000 27 7, 800 22 8,500 | 5 23, 300 
Italy l 5, 000 l 2, 000 4 5, 000 35 9,000 | 85 | 21, 000 
84 United Kingdom (in | 
= cluding Malta) 1 5, 000 l 2, 000 43 | 7,500 19 | 5,000 64 19, 500 
mn Canada__- l 3, 800 1 1, 800 11 2, 100 35 | 10,000 48 17, 700 
00 Spain 4, 300 l 1, 900 17 1, 500 14 5, 000 | 33 2,7 
U.S.S.R ! 6, 700 1 | 1,800 14 3, 400 16 11, 900 
—4 Austria 4, 000 l 2, 100 24 2, 140 4 1, 000 30 9, 240 
5) Netherlands 1 3, 000 1 1, 500 12 1, 000 6 1385} 20] 6, 885 
00 Belgium . l 3, 200 ! 1, 000 14 2, 250 3 1, 200 19| 7,650 
5) Sweden 3, 300 ] 600 14 | 1,800 5, 1, 000 21 | 6, 700 
00 Yugoslavia 3, 500 ] 800 4 2, 200 1 1, 500 7 8, 000 
00 Portugal (including 
Ponta Delgada 2, 800 ] 900 8 600 4 1, 500 14 5, 800 
= Poland ! 3, 300 1 1, 000 12 1, 200 2 600 16 6, 100 
1M) Switzerland (including 5 
Geneva) l 3, 500 ! 1, 000 x 1, 000 18 2, 500 28 8, 000 
50 Norway 3, 500 1 1, 000 2 2, 500 14 7,000 
, Denmark 1 3, 000 1 900 10 1, 100 2 5, 000 
Finland l 3, 000 l 600 4 600 6 4, 200 
00 Iceland 2, 500 ! 400 7 600 9 3, 500 
Czechoslovakia l 2, 200 1 5M) g 1. 000 10 3,700 
04 Hungary 1, 800 1 . 6 900 8 2, 700 
Rumania 1 2, 000 | 1 300 5 600 7 2, 900 
= Ireland .. 2, 300 1 400 6 | 600 1 200 9 | 3, 500 
Luxembourg l 2, 300 1 400 a | 600 5 | 3, 300 
USEC l 3, 200 1 1,700 | 4 2, 820 “ 6 7, 720 
: Caribbean 27 14, 600 27 14, 600 
‘00 Total 25 87, 200 25 | 28,600 359 55, 210 255 74, 885 664 245, 895 
55 a Te ere | ak ae Be eB ee 
00 7. 
4 BUREAU OF INTER-AMERICAN AFFAIRS 
100 — ns ace te —e 
- Argentina l $4, 400 l $1, 400 19 $2, 500 21 | $8,300 
50) Bolivia 1 2, 700 1 750 10 1, 650 2 $400 14 | 5, 500 
‘ Brazil 1 &, 500 l 1, 250 18 5, 000 20 5,900 | 40} 20,650 
4 Chile 1 | 4,800 1; 1500} 15 | 2:70 700 | 18} 9,700 
00 Colombia l 3, 800 1 800; 11 1, 650 Ss 2, 000 21 | 8, 250 
| Costa Rica 1 4, 500 j 750 | 6 1, 100 s 6, 350 
= Cuba 1 5, 700 l 1, 500 16 2, 800 l 600 19 10, 600 
00) Dominican Republic l 4, 000 1 750 7 1, 450 . 9 | 6, 200 
89 Ecuador l 2, 900 1 900 | 8 1, 200 4 1, 200 14 | 6, 200 
5) El Salvador. l 3, 200 l 800 7 1, 250 9 5, 250 
00 Guatemala 1 4, 200 1 800 8 1, 400 10 6, 400 
5) Haiti l 2, 600 1 750 7 1, 000 : 9 4, 350 
50 Honduras l 3, 400 l 750 9 1, 000 1 400 | 12 5, 550 
‘ Mexico ! 7, 000 1 1, 300 25 4, 500 25 8, 762 52 21, 562 
44 Nicaragua 1 | 3,600 1 | 750 5 1, 000 7 5, 350 
Panama l 3, 800 1 1, 000 10 1, 400 1 750 13 6, 950 
— Paraguay l 2, 800 l 750 7 1, 400 . 9 4, 950 
Peru 1 3, 900 l 900 14 3, 200 ‘ 16 | 8, 000 
Uruguay 1 4, 900 1 1, 000 | 8 2, 300 10 | 8, 200 
Venezuela 1 8, 000 l 3, 000 14 4, 000 6 1, 200 22; 16,200 
| ok eile 
Total___. 20 | 88, 700 20 | 21,400 | 224 | 42, 500 69 | 21,912 | 333 | 174, 512 
| 
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Representation allowances—Estimated obligations, 1959—Continued 


BUREAU OF FAR EASTERN AFFAIRS 


Other officers | Officers at 














Chief of Ranking 
mission subordinate | at diplomatic consular Total 
missions posts 
Post as = mines mal aaa I - —_ 
| | | 
Prone |Amount ten jAmenat ptem-/Atsount/New-/Amoun Num-/A mount 
ber | ber | ber | | ber | ber 

a . _ _ a npeemnene -| ici la ntinaas nese rae 
RA 5 Fo cect Lt 1 | $3,865 | 1 | $1,300 | 6 | $1,500 16 | $6, 900 24 | $13, 565 
egies ees a to. >. et Caen at) See... <et o-aee 6, 650 
Cambodia. -..........- 1 2,550; 1 1,300| 7] 1,900 cb: 5, 750 
Hong Kong. - ---- 1 2, 345 | 1 1,050 | 28 2, 350 |-- spin 30 5, 745 
ES 1 4, 035 | 1 600 | 12 2, 100 4 1, 350 18 | 8, 085 
tlk le eee 1 7, 060 | 1 1, 900 43 8, 100 30 6, 500 75 23, 560 
| “ae 1 2, 970 1 1,200) 13 2, 700 vat ~ 28 6, 870 
Bins = sa 1; 3,100 1 800 | 8 1, 500 -| 10 5, 400 
a 1 2,170 | 1 900 wa 1, 400 2 900 | ll 5, 370 

New Caledonia 
(changed to Fiji). ...-- af j : 2 1, 100 2 1, 100 
New Zealand. ---- 1 3, 300 1 900 | 5 1, 700 2 900 | 9 6, 800 
Philippines - - ; 1 4, 235 | 1 1, 800 19 5, 300 l 600 | 22 11, 935 
Singapore. -.--.--- 1 | * 1,600 1 | 500 s 1, 825 | 10} 3, 925 
Pi: ines nits miata 1 2, 630 | 1 600; 16} 1, 725 i ; 18 4, 955 
Tell... 1 3, 180 1; 1,300 17; 3,210 ] 850; 20} 8, 540 
WER, coRhastexae 1 1, 450 | 1 1, 200 20; 5,725 l 900 23 | 9, 275 
Total 15| 47,190] 15 | 16,700 | 220) 43,635 | 59) 20,000} 309] 127,525 

USIA 


WORLDWIDE MISSION CosTS—REPRESENTATION 


Distribution by area of official funds for representation by number and type of 











officer 
Far | Near Latin | Total, 
Fiscal year 1959 East | Africa | East | America| Europe | Europe | world- 
. | j ; | wide 
| +4 fee ee =—_— a 
Public affairs officers: 
Number of officers_ --.....- 15 | 13 14 | 22 | 18 | iT 84 
OURS ....cacd...- -| $6,250 | $3,360 $5,390 | $7,000 | $6,590 | $600 | $29,190 
All other officers: 
Number of officers. - -...... 138 37 92 | 53 | 134 | 23 | 477 
ee a | $15, 250 $4, 440 $14,310 | $8, 200 $15, 810 $2, 800 | $60, 810 
Total: | | | 
Number of officers_--....-..| 153 50 106 | 75 | 152 | 25 | 561 
OSS eee ae | $21, 500 $7, 800 | $19, 700 | $15,200 | $22,400 | $3, 400 | $90, 000 
USIA 
Area and country distribution— Representation allowance 
FAR EAST FAR EAST—continued 
1959 esti- 1959 esti- 
mate mate 
Australia__ -- " $650 | New Zealand $200 
Burma__. 1, 500] Philippines 1, 500 
Cambodia. a 1, 100 | Singapore 650 
Hong Kong_-_- 1, 100} Taiwan 1, 100 
Indonesia - 2, 100 | Thailand __ - 1, 800 
Japan__- 4, 500 | Vietnam__- 1, 700 
Korea----- 5 1, 600 
Leos... .. eee 1, 300 TotaL Far East 21, 500 
Malaya. oe 700 = = 





Oh anoaaaoeoe ooooraoen | - 


‘on OY 


o~_ 
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USIA—Continued 


Area and country distribution—Representation allowance—Continued '* 


AFRICA 
1959 esti- 
mate 

eh CANNRS. 2 iscccicsndnes $275 
British East Africa____.___-_-- 770 
as iit nical aes aii ne ollhe 645 

Federation of Rhodesia and 
Nyasaland- ; hoa 420 
French West Africa____- 305 
Ghana - 670 
Guinea_ ate 
Liberia_ _- 330 
Libya-_- 750 
Morocco - - _-_ -- san: sen i a 
| Se ae eee ee pee 895 
ee ee 305 
Tunisia ; 870 
Union of South Africa 445 
Total, Africa___-_--- _ 7,800 


NEAR EAST AND SOUTH ASIA 


PO et ere 460 
Ceylon_-- Wl airs Sates Cle ao aad 510 
Greece _ - : 920 
India and Ne »pal_ Bots bo Ayers. 6, 325 
i ——— ok abe odes wow ae ee 
a ee eee ee 
Israel_ 460 
Jordan ___- Y 510 
Lebanon _ -_ _- futicc MD eal 805 
ea j= 2.436 
Saudi Arabia. 230 
Sudan -_ : 510 
Turkey - _ - eo Dei 
United Arab Re spublic _ - ane 1, 610 
Total, Near East and 
south Asia.......... 10; 7 





Senator KENNEDY. 


Thank you. 


LATIN AMERICA 


1959 eati- 
mate 

Argentina_ _- : ee $1, 005 
RONG trig ee DL eh nae 559 
se iit cs tscerecieslaniaseiaciecnishihaia: men 
| ee Be A ins EG 894 
Colombia_ ____-_- ae 614 
Costa Riesios. is 2.42 ~ Je S 224 
CNG ico acts nn toast 614 
Dominican Republic__--- ------ 224 
ME a a 559 
El Salvador____- steeondss 335 
French West Indies_...._____- 224 
RMON a css eee 726 
Haiti____- - eRe 224 
Honduras _- --_- era 335 
Mexico__-__- : ; 2, 011 
Nicaragua_ phe ee Te RIS 224 
Panama... -- sir sila esis 503 
DN oc sep es abe 224 
Peru_-_ a hes Sate Cee 671 
U ruguay Bre nam ae ae See 894 
West Indies Federation adits. 559 





Total, Latin America___ 15, 200 





WEST EUROPE 





Austria _ - - L adaw cet aa ‘ 900 
ID 0 i aie oe eee bs 700 
I ck, Sis noes lnk ae og wees 300 
TR ison oie cafes cathe ileae 600 
yl Se ees SE eon a 600 
DORON. £235 4...cee Mosk .. 4,150 
German Federal Republic__... 4, 050 
Iceland _ _ ___--- eee ee 500 
Italy - 4 & Sickie ae ee 
Netherlands. ______________-- 600 
NOMNG SI boil. ce A 500 
DOE elsta a wien em got 300 
Se yee 1, 100 
IN in. 26 dpi iket ca ule eee « 600 
pwiteetewe. «20'S. ae ok 400 
United Kingdom ____.__-_-_-. 2, 350 
Geneva Conference Operation__ 150 
USEC (Brame). ....-<-....- 450 
UDIsUr (PEM os ok nae oe oo 300 

Total, West Europe_.__ 22, 400 

EAST EUROPE 

PS nn. dase chal bas aee ewe 1, 350 
Weoswigit). 522.80. 202. 38 1, 000 
Special programs ------_--- = 850 
Other regional activities___ __-_- 200 

Total, East Europe_-_-- -- 3, 400 


That is all I have. 


(Whereupon, at 12:40 p.m., the committee recessed, to reconvene at 


2:30 p.m., this same day.) 
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AFTERNOON SESSION 


Present: Senators Sparkman (presiding), Mansfield, Long, Lan- 
ger, Aiken, and Carlson. 

Senator SparKMAN (presiding). The committee will please come 
to order. 

We have this afternoon the Honorable H. Alexander Smith, con- 
sultant to the Secretary of State, to discuss his observations on con- 
ditions in the Far East. 

We are glad to have you with us, Senator Smith. We will be glad 
to hear from you. You may proceed in your own way. 


STATEMENT OF HON. H. ALEXANDER SMITH, CONSULTANT TO THE 
SECRETARY OF STATE 


Mr. Soiru. I am delighted to come back to my old friends. 
I suggested that this be a closed meeting because I may talk about 
some personalities. 
SITUATION IN PAKISTAN 


I have had the opportunity on this trip, and I will tell you presently 
where I went, to meet all the heads of state except in Pakistan. I 
was laid up and could not get off the boat there, but President Ayub 
sent down his Foreign Minister who gave me 2 hours on the boat to 
discuss the Pakistan situation, so I figure by proxy I visited that head 
of state. 

Senator SpaRKMAN. Whois his Foreign Minister now ? 

Mr. Smirn. Qadir, and he made a most favorable impression on me, 
as I willexplain. The big boy, the President, is Ayub. 

Senator Sparkman. I was in Pakistan in the fall of 195 7, and Mirza 
was President then, and our old friend Amjad Ali was Finance Min- 
ister, and Noon was Foreign Minister. 

I had no more than gotten home when I was informed Noon was 
made Prime Minister; it was not long after that until General Ayub 
took over. 

Mr. Smirn. Where we went, we flew to Rome, and I took a boat 
from Naples. I wanted to come down through the Suez Canal and 
the Red Sea in order to get the feel of the old British route to India. 

India was my first objective, and it was coming down through the 
Red Sea that I fell over a chair and got laid up, ‘but that was not an 
important part of the story. 

However, we did go that way, and the first stop we made was in 
Karachi in Pakistan, and, as I say, I had to meet the Foreign Minister 
on the boat rather than get off to attend the party that the President 
was giving for us and for the Draper committee, too. 

Senator A1rkEN. You went through the canal by boat? 

Mr. Smiru. By boat, which was the most comfortable boat, with a 
most interesting kind of crowd. We had Indians and (¢ ‘eylonese and 

eople from the Far East, all over; it was all mixed in together and 
it was just a revelation. 


OPERATION OF SUEZ CANAL 


Senator Arken. From your observations, was the canal well oper- 
ated and profitable? 
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Mr. Smiru. From my observation we made a mistake in assuming 
at one time that the Egyptians could not run that canal. It is a per- 
fectly beautiful job, and they have American engineers who are doing 
all the engineering work on it, and all the way down it has been rip- 


rapped and reinforced and improved, with roads up and down, and 
it was just a revelation to me. 


Senator Arken. They have done a capable job? 


Mr. Smirn. It seemed to be a splendid job. The thing was well- 
managed, Senator. 


ASIA AN INTEGRAL PART OF THE WORLD PICTURE 


I went there and I went to India; I went to Indonesia, I went to 
Singapore, 1 went to Hong Kong, Formosa, Japan and Korea, and 
then on the way back stopped at Hawaii for a couple of weeks to pick 
up my notes and confer there with CincPac. 

In all those places—the reason I am making this sort of a confiden- 
tial report—I talked with the heads of state. [Deleted.] 

Now, before I begin discussing these countries and personalities, I 
am going to read into the record a brief preliminary statement because 
it has to do with Asia as a whole. 

I say that Asia is an integral part of the world picture, and I will 
say that I got a good deal of my thinking along this line from the 
newspapermen I talked to, both U.S. newspapermen and the repre- 
sentatives of the Indian newspapers. 

I figured that the best kind of information I could get in light of 
the trip I was taking was to talk to editorial writers on Indian papers. 
[ Deleted. ] 

Foster Dulles told me not to go with a specia] assignment, and not 
to go about arguing about the mutual security program or anything 
else, but to go on a good will trip and quietly ask people in these 
countries what the people generally thought of the United States, and 
that is the way I handled it. 

I said, “Now here, I am from the United States. We wish well for 
India and the best of relations with India, but what is it, if anything, 
that the Indian people criticize the United States for today ?” 

That is where I began. 

Before I got through the general comment was that on a trip such 
as I was taking, I should be thinking of Asia as a whole, and not India 
separately. I came to the conclusion they were right. 

In my statement I say here that Asia is an integral part of the world 
picture. In light of my previous trips to Asia and especially the 
Far East, and the trip I have recently completed, I have come to the 
conclusion that Asia, as such, or any part of Asia, cannot be considered 
separate and apart from the rest of the world. 

World Wars I and II and modern means of transportation and 
the new methods of waging war have led inevitably to the conclusion 
that we are living in one world as far as our planet is concerned. 

I am not saying that about outer space now, but so far as this planet 
is concerned, it is very definitely a one-world situation. 

The trends which we are witnessing all over the world bring out 
this truth. 
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In Europe we see the struggle for freedom just as we see it on the 
continent of Africa, in the Western Hemisphere—North and South 
America—and in the whole of Asia. 





COMMUNIST POLICY OF EXPANSION 


We are refreshed and encouraged by the recent evidences of solidar- 
ity among the so-called NATO countries, facing, as they do, the divi- 
siveness which is at the heart of the Communist policy of expansion. 

Let me just stop to stress that. Everywhere I went, the Communists 
are trying their best to cause a division. That is their strong point. 
They realize they cannot go along with force alone, but they circulate 
in and try to divide. 

NATO recognized this danger to the survival of freedom in the 
North Atlantic Community. Various other parts of the world are 
suffering from this Communist threat of piecemeal conquest. Wit- 
ness this threat in Korea divided—in Vietnam divided—in Germany 
divided, and right now in Berlin divided. 

I read in the paper this morning that they are trying to stir up the 
same trouble in Laos and Cambodia and Vietnam. I did not get to 
those countries, but the same situation exists; it is a pushing in. 

If communism can isolate the various units of the free world from 
each other, the resulting chaos and confusion thus created will push 
the people of these exploited countries into the. orbit of the Tron 
Curtain, and thus accomplish its purpose of overtaking the entire 
world. 

This explains the recent evidence of the Communist policy of 
“divide and conquer” by testing out possible soft spots in the armor of 
freedom. We had it in Beirut in the Middle East; in Quemoy and 
Matsu in the Far East; and finally now in Berlin in Europe. 

Now they are monkeying in Laos and Cambodia, and I would not 
be surprised while this Berlin situation is deadlocked if they start 
trouble in Cambodia. 


DANGER OF DIVIDED ASIA 


Now, my second thought is the dangers of a divided Asia. In my 
trip through what is called the subcontinent of Asia, and which in- 
cludes India and Pakistan and the surrounding smaller countries— 
that is what we see on the map there between [pointing] Saudi Arabia 
here and Africa here and, of course, Communist China and U.S.S.R. 
on this side—India is in a very vulnerable position. The battle is on 
right now for India to go behind the Iron Curtain. [Deleted.| I 
think there is evidence she has had her mind slanted our way—I do 
not think that is final, but it looks hopeful. 

Certainly if we deal with India separately and think only of its sole 
interest, we are risking the division in this subcontinent of Pakistan 
versus India. That exists today at the moment; that was one of the 
things I tried to tackle there. [ Deleted. ] 

Early in our own history we learned the truth of the maxim “united 
we stand; divided we fall,” and this is particularly true of the sub- 
continent of Asia. Here again communism will flourish with its 
policy of divisiveness unless we awaken the area to the danger. 

[ Deleted. ] 
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IMPORTANCE OF A UNITED FREE ASIA 


Now, the next title I have in my statement is the significance and 
importance of a united free Asia. Moving from Pakistan to India, 
and later into Indonesia and the other countries of the Far East 
which I visited, I became increasingly conscious that if we are to have 
a free world and lasting world peace, we must think ahead 
ultimately to a completely free Asia [deleted] and the other small na- 
tions of the area and which ultimately, I believe, must include what 
is now the mainland of Red China. That is going a long way, but there 
are evidences that the masses of the people are not satisfied with the 
conditions there. The masses seeking freedom are in a restless and 
unhappy mood. It may be that we will see a movement either one 
way or the other, either toward the Iron Curtain or toward the free 
world. My own judgment is, as I said above, that China must ulti- 
mately be free if Asia is to be free, and China and India must be 
united in their common quest for freedom and the protection of 
the rights and security of the individual. 

I was happy to find in India, which I have come to admire greatly 
in talking with the Indians themselves and these Indian newspaper- 
men, a sort of underlying appreciation of what freedom of the 
individual means. [ Deleted. ] 

We are witnessing today a totalitarian mainland China struggling 
to become industrialized by totalitarian mandate as opposed to India 
striving to become industrialized by democratic processes preserved 
in the centuries-long tradition of village communities. 

[ Deleted. | 


SITUATION IN RED CHINA 


The question is immediately presented whether Red China, con- 
trolled by Communist. Moscow, can change the village traditions of 
old China with its Confucian culture and its unique civilization. 

I met some Chinese in Formosa who came to me almost with tears in 
their eyes to say that the Chinese were basically living, those who 
wanted to maintain the old China, under the teachings of Confucius 
and the humanitarian impulses. 

There are evidences, as witness the outbreak in Tibet and the up- 
roar occasioned by that incident, of an instinctive resistance to the at- 
ae to impose by force a communistic type of communal life. 

y question is, are the great masses on the mainland going to be 
willing to accept this mandatory change from everything which down 
through the centuries they have held sacred and which has been an 
integral part of their previous history ? 

The old China, throughout its history, has absorbed its previous 
conquerors. Will it do so again? Can China, under its internal 
motivation, insure its own freedom and ally itself with the free 
world ? 

This cannot be brought about by military power or by war in this 
modern age. It can only be brought about by a deep conviction in the 
hearts of men, that their freedom from external controls is the only 
road to higher standards of living and lasting world peace. 

Just to divert from that for a minute, it means, as I see it, we have 
to strengthen the young countries seeking to be free, strengthen them 
in their economy so that they can prove to those masses in China, for 
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example, that the road to freedom is, after all, a surer road to peace 
than this wretched communal system that Peiping led by Moscow is 
putting over on them by force. Evidences that I saw—perhaps they 

were furnished for my edification in Formosa—indicated that there 
are dissatisfactions in various parts of the mainland of China. 

{ Deleted. | 

We in the United States are certainly justified in what to me has 
been a most wise and far-seeing policy, denying our diplomatic recog- 
nition to Red China, and denying the admission of Red China to the 
United Nations. 

Any other decision on our part would suggest an appeasement and 
coexistence with the forces of evil, which would mean the despair, 
not only of the masses in China, but also the masses in the surround- 
ing areas of Asia who need our help and our steadfastness to main- 
tain them in their vearning for freedom and the protection of the 
rights and security of the individual human being. 


IMPORTANCE OF A UNITED FREE ASIA 


I am convinced from my trip that our policy should be looking for- 
ward to a united Asia which can only be united permanently on the 
basis of the masses being free to govern themselves, and completely 
emancipated from external controls. Imperialism and colonialism 
are on the way out and should be on the way out. [Deleted.| But 
there is no form of imperialism and coloni: ilism in all history com- 
arable in its hideous manifestations to the ruthless cruelty of athe- 
istic, totalitarian Communism. 

[ Deleted. | 

Those of us of the free world, who have enjoyed the great privilege 
of human freedom, are challenged to give of our experience and know- 
how to others who have not enjoyed the benefits and inspiration of 
free societies. This requires, and this is my conclusion on this point, 
that as a policy we should oppose any further Communist territorial 
expansion in Asia. 


SENATOR MANSFIELD’S AMENDMENT RE DEFENSE SUPPORT 


That brings up the question, Senator Mansfield, of your suggestion 
of the other day—I spoke to you about it this morning. It seems to 
me that if I am sound in this, that we should oppose further extension 
of communism because of this thesis I am arguing for, that we cannot 
let down what are today the strongest free armies in the Far East. 

One is Chiang Kai-shek’s army on Formosa, which we have taken 
care of, and we have given them defense support, and we are still 
doing it, and that takes care of the Formosan defense, and Quemoy 
and Matsu—that whole question is involved there; and the other, of 
course, is Korea. 

There we have the ROK Armies. There are very few of our Amer- 
ican boys there anymore and they are instructors. The ROK Armies 
are doing the job. 

[ Deleted. ] 

They are the bulwark there in case of trouble. 

I went up to the 38th parallel and saw it, talked with the ROK 
general in command, talked with our own general in command of 
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the American military instructors that are backing them up, and it is 
very clear that that ROK Army is a first-class fighting force. Ap- 
parently, from all of our American military experts there, they have 
een wonderfully trained. 

Senator Mansrievp. Mr. Chairman, could I ask a question ? 

Senator SPARKMAN. Yes, sure. 

Senator Mansrievp. Senator, I realize that, of course, there are 
exceptions to every proposal that anyone can make. [ Deleted. | 

It appears to me that, in certain circumstances, there could be a 
lessening in the amount of military aid and, as a corollary, a reduction 
in the amount of defense support funds to implement that military aid. 
The purpose of the proposals which I have made is to bring about a 
feeling of interdependency in place of the feeling of dependency 
which has become all too prevalent, and to get these other countries 
even to agree to share some of the burden with us. 


AMALGAMATION OF ICA AND STATE DEPARTMENT 


As far as the ICA is concerned, it has come to my attention, for 
example, that like old-line agencies—and this is only a temporary 
agency—they are now distr ibuting pins as recognition for length of 
service. 

I think we ought to give our aid program a greater degree of 
permanency than it enjoys at the present time, and a greater degree 
of security to the people in this program. I think the way to do it is 
not on a year-to-year basis as we have done under the MSA, FOA, 
and now the ICA, but by incorporating the best personnel and the 
best programs economicwise into State, and military aid into De- 
fense, with strict supervision by the Secretary of State. 

I think in that way we will get a program that is more understand- 
able to the people and to us—I do not know of a single Member in the 
Senate who has not a feeling of uneasiness about some part of the 
program. I know that there are people who are voting against the 
program, and the number of those who would like to vote for an im- 
proved program is increasing. I think in the way I have suggested, 
we could bring about some necessary reforms. 

I am not against foreign aid, but I would like to see it shaken down 
to bedrock. If it is going to be a permanent progr: and everyone 
tells us that they cannot see the end in sight—then I think we ought 
to, under the Constitution, put this arm of foreign policy in the 
agency charged with the administration of foreign “policy under the 
President. That, i in the field of economics, is in the State Department. 

So I think it would be the best thing to just take the next half step 
and bring it in. 








SENATOR MANSFIELD’S AMENDMENT RE DEFENSE SUPPORT 


Mr. Smiru. I think what you say is sound, and generally speaking 
I agree with all of it. What bothers me is the statement that at the 
end of 3 years we are going to discontinue defense support. 

Senator MansrieLp. As much of the grants as possible, because that 
is 75 percent of the program. 
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Mr. Smitu. The grants, of course, and the military part of the pro- 
gram—that is the grant end of it. You have got to bear in mind that 
the future of Korea and of Nationalist China may be involved, and 
it has been our steady policy to support those. 

Senator MANsFieLb. Granted. 

Mr. Smiru. And I assume you would say the ROK Army should be 
taken care of. 

Senator Mansrie.p. If we could operate, instead of on a grant basis, 
on a long-term, low-interest rate basis—and when I speak of long-term 
loans I mean from 10 to 50 years and interest rates at 1, 2 percent- 
then I think you get away from that feeling of dependency which can 
be replaced by a ‘feeling of mutual interdependenc y which these na- 
tions really want. 

Mr. Smiru. You support then the Development Loan Fund ? 

Senator Mansrtevp. Absolutely. I want to see that expanded as 
well as technical assistance. 

Mr. Situ. I am not arguing the merits of the pending bill be- 
cause I have not even read it. I am arguing the point that we have 
done a job, and in this point about a free Asia that I am arguing for, 
I fee) if we have that in the back of our minds that that is the big ob- 
jective of the long-term policy. A free Asia for a free world 1s es- 
sential because as long as you keep a substantial number of billions 
of people behind the Iron Curtain, you are going to be in trouble, and 
we are going to be threatened with danger. 

Senator Mansrietp. That is where the exceptions come in. But 
what about the Western European nations? They have recovered. 
They are rehabilitated. They are in as good shape as we are. Why 
shouldn’t they take over the milit: ary ? 


SENSITIVE AREAS IN ASIA 


Mr. Smiru. I say here in my opening statement—you who were not 
here when I read it—I rejoice in the NATO nations standing together, 
and what we are doing there, because we are meeting there the Com- 
munist overall world policy of divisiveness. If the Communists can 
divide, they will conquer. They are doing it all over, and they are 
doing it all over this area that I was in and it is very critically serious. 

Indonesia will go over to communism unless [deleted] that country 
| deleted] can develop their wonderful resources. I am going to try 
to bring that out in this statement. 

Let me illustrate what I am driving at. Taking my trip asa whole, 
I found areas of certain threatening c¢ —, now. These areas are as 
follows: These are the places I went to. I did not get up to Vietnam, 
your old place, Senator Mansiield; I did not get up to Cambodia, Laos, 
or Burma. 

But in these countries which I read into the record that I went to, 
these are the three things that are very dangerous right now, and we 
have some responsibility for them. 

Senator MaNnsrietp. You mentioned Korea, you mentioned Taiwan 
and, I think, the third one was India. Do you know how India is 
operating ? 

Mr. Smiru. I am going to read them to you. 

Senator MANsFieLD. India is operating on a loan basis except in the 
field of technical assistance. 
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Mr. Smiru. They want to. 

Senator Mansrietp. They want to. 

Mr. Smiru. I can explain that to you. I had conversations with 
all of these people. 

Senator Mansrte_p. And more power to the Indians. 

Mr. Smiru. Right. But the three areas of conflict are the fol- 
lowing : the conflict between India and Pakistan. That is very, very 
difficult primarily because of the Moslem-Hindu religious difference. 
That is the first one. 

The second is the divided and shaky Indonesian Government, com- 
plicated by an internal conflict and the suspicion that the opposition 
has been supported by the Nationalist Chinese; and the third one is 
the misunderstanding [deleted] still existing between Japan and 
Korea, the fishing business and all that. That is sad, but that can 
be worked out. 

[ Deleted. | 

I say it is in these areas of brushfire conflicts where the seeds of 
communism flourish, and they are trying to move in right now. 


VISIT TO PAKISTAN AND INDIA 


Then my notes say at this point that I should discuss some of my 
experiences in the specific countries like Pakistan and India, and I 
will do that in some detail, so I can give you the picture of just exactly 
what my experience was. 

In India, I was there altogether 4 weeks. I was laid up because of 
my being incapacitated because of my leg injuries, but I was able to 
meet in both Bombay and in New Delhi with the heads of govern- 
ment and these newspapermen. 

My notes on India here, which I was preparing for my report—I 
will read you some of this so you can see my approach to it. 

In the first place, I discuss briefly Pakistan, where I saw the 
Foreign Minister for 2 hours on the boat. I could not get off to see 
him, and the new President, Ayub, but I saw the new Foreign Min- 
ister whose name was Qadir. [ Deleted. | 


PAKISTAN-INDIA DISPUTES 


Senator Mansrretp. What about our aid programs in Pakistan ? 

Mr. Smiru. Well, if we misjudged this situation, we probably 
went too far with it. [| Deleted. | 

The Indians still protest. vigorously over the whole Pakistan mili- 
tary aid proposition. I recommend here in my report that we do not 
write off this new Pakistan Government, and I begged the Indian 
Minister who was on the boat. with me to look upon this new govern- 
ment as something that. is different from the ones in the past, and to 
urge his government, or urge Prime Minister Nehru, to meet. with 
them and discuss their mutual problems and try to settle them because 
of the danger of a divided subcontinent with the Communists moving 
in. 

{ Deleted. | 

It is on the question of Kashmir and on the question of the water and 
certain boundaries that the differences are'deadlocked. I also saw 
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in the paper today that Eugene Black, President of the World Bank, 
who was over there earlier this year, and came back and is now over 
again, has worked out a formula on the waters between the World 
Bank and other finance groups to help finance and get that water 
division question settled. 

Well, that is getting along the line that seemed to me inevitably we 
must go. The best contribution we can make is not giving a lot more 
money ourselves, but encouraging the World Bank to help these 
people who want to help themselves by loans, and that is what they 
are going to do, just in line with your thinking, Senator. They need 
long-time capital loans. 

Senator Mansriexp. That is right. 


STRENGTHENING THE AID PROGRAM 


Mr. SmirH. You undoubtedly would, I am sure, be in sympathy 
with that little attempt that we tried while I was there, and it was 
very, very encouraging. So much for Pakistan. 

Senator Mansrrevp. As a matter of fact, I do not want to hurt the 
program. I want to help it and make it stronger 

Mr. Smiru. I know you do. 

Senator MansrieLp. But on a reasonable bedrock basis. 

Mr. Smirn. Unfortunately, I had a lot of friends who read the 
newspaper story of your proposal say, “Why, Mansfield is proposing 
to put an end to all foreign aid.” 

That was very discouraging. It gave a lot of people a jolt, and 
I am sure you did not mean it, from what I read further, what ap- 
peared as to what you said. 

Senator MansrieLp. No—change from grants to loans. 

Mr. Smiru. Will you send me a copy of your full statement? I 
would like to have it to read. 

Senator Mansrrevp. Yes. 


OBSERVATIONS ON INDIA 


Mr. Smirn. I am going to read you a little of what I put down 
here to be included in my report on India because it is not an ordinary, 
orthodox report. It does not talk about the economics and so on, 
although I went into that, but it talks about the feeling in India 
toward the United States. 

My longest stay of the trip was in India, and my trip there was 
divided between Bombay and New Delhi. In Bombay I had the 
opportunity to talk with Americans who are in business there, for 
example, the National City Bank of New York, the Chase National 
Bank and some other banks in other parts of the country, and espe- 
cially the Firestone Rubber Co. people who are putting a few addi- 
tional million dollars into extending their plant even though they 
turn 52 percent of their net profit over to the Indian Government 
for taxes. 

Senator Arken. Are they getting a guaranty ? 

Mr. Smiru. They got nothing. They were working on their own. 

Senator ArkeN. They are not working under our guaranty pro- 
gram ¢ 

Mr. Smiru. They are working on their own. 
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Senator A1kEN. Good. 

Mr. Smiru. Then this gentleman said to me they could work on 
their own, and they just need to get the thinking straight as to what 
India needs, and adapt themselves to it. They said the tires they 
make for this country, the Firestone people, are for our highspeed 
roads. They do not do at all for India. He has got a new design of 
a tire entirely for these Indian roads that are not prepared for high 


speed. 

Poa Delhi I saw Mr. Bunker, our Ambassador, and Mr. Win- 
throp Brown, second in command, and also Howard Houston, our 
ICA Director. I was able to make personal contacts with the im- 
portant members of Mr. Nehru’s Cabinet, including Mr. Nehru him- 
self, and with many prominent Indian citizens, including represent- 
atives of many leading Indian newspapers. 

In my conferences with these witnesses, I stressed the purpose of 
my visit which emphasized that India had only had 10 years of free- 
dom, whereas we in the United States had 200 years, and we were 
desirous of sharing our experiences with the new free countries of 
Asia. 

I asked for the reasons there were, if any, of prejudice against the 
United States in India. I asked if India, as a whole, knew that we 
had given aid to Pakistan, and the reasons for it, which the Indians 
resented so violently. 

I asked what the significance was of the recent Communist Party 
victory in the State of Kerala. I asked if there was a dangerous 
Communist possibility of attack through Nepal. There was general 
agreement among all the witnesses that there were certain prejudices 
against the United States primarily because of the so-called Goa 
incident— that is the Portugese settlement, and especially because of 
arms ald to Pakistan. 

All the witnesses, without exception, assured me that during the 
ast most recent months—now, this was impressive—the general 
eeling of the situation was that it had improved greatly, and that 

there was a much better understanding of the points of view of the 
two countries, although there might be possible disagreements. 

There was a strong feeling that impressed me that in spite of the 
prejudices that existed, nothing was more important to the peace of 
the world than the close identification of India, a newly free country, 
with the United States, the oldest free republic in the world. 

Mr. Nehru took issue himself with the words “differences between 
us” which I had used and said there were no important differences be- 
tween us. He admitted that there had been some misunderstanding 
with regard to policy toward Red China, but this is the kind of mis- 
understanding that would occur in a family, if a person looked upon 
the relationship of the United States and India as members of a family 
who had the same attitude toward the freedom of human beings. 

[ Deleted. | 

COMMUNIST PARTY ACTIVITIES IN INDIA 


The recent Communist Party victory in the State of Kerala was the 
subject of many conversations with a great many of the witnesses, and 
there was a wide difference of opinion as to the significance of this 
evidence of Communist strength. 
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Some felt that it meant the Communists had seen that they could 
not succeed by the ordinary methods of infiltration they had used in 
other places and, therefore, they were going to try out their strength 
by constitutional means and working directly for the strengthening 
of the Communist Party in various parts of the country. That in the 
opinion of many was the policy in Kerala. 

The Communists have tried to infiltrate in there and they have 
tried to strengthen the Communist Party movement throughout all 
India. There is no doubt in my mind at all that they are making a 
terrific drive to win India behind the Iron Curtain. 

When they found they could not succeed by the usual methods, mili- 
tarily, or through infiltration, they moved to build and strengthen 
the so-called Communist Party in India, which is the major opposi- 
tion party that there is to Nehru’s regime. Nehru is the head of the 
Congress Party, which has been sort of a one-party show. 

On the other hand,'some of my “witnesses” felt that the victory in 
Kerala was simply evidence, and it is down in the lower end of the 
Indian Peninsula there [pointing] that that expression by the voters 
there was not really a Communist victory so much as a victory for 
the opposition to what Nehru was doing. That was the view of a 
number of people, including some Americans. 

Actually, there is a movement throughout India in the Communist 
Party, which is recognized politically and recognized publicly, to 
increase the Communist Party and to register dissents against the 
Nehru Congress Party, by voting for the Communists. They aaa 
that in a future election, which will be in West Bengal, where Cal- 
cutta is, we may see a repetition of what happened in Kerala. 

That, of course, is anybody’s guess, but I did not fee] when I got 
through with all these informants that the Kerala incident was an 
ominous thing, as ominous as it seemed when you first read of a 
great Communist victory in the State of Kerala in India. 


INDIAN STATE OF KERALA 


Senator Lancer. You are not talking about all of India? 

Mr. Smiru. Oh, no; just one state. India now has 14 states, like our 
states here. They divided it with their new constitution, they divided 
it into 14 states. 

Senator Lancer. You are talking about one state ¢ 

Mr. Sorrn. I am talking about one state in the whole country of 
India, which has 14 states. 

Senator Lancer. Is that one of the largest states of India? 

Mr. Smirn. No; it is just a moderate-sized state, but paradoxically 
they say it has the most intelligent people, and most of the Christian 
religious movement is in that particular area. 

Senator Lancer. Where is that located ? 

Mr. Smirn. Well, I could show you on the map. It is down here 
[pointing]. It is near the Indian Ocean. 

Senator Mansrie.p. It is the only Communist-controlled or domi- 
nated state in all India. 

Mr. Suiru. It is right about in here [ pointing]. 

You see, it is on the ocean here, and the others over here do not seem 
to have the same threat and, as I say, it really was an expression of 
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opposition to the Nehru program. When we ran that down, we felt 
a little better about it. 

Senator Lancer. What is the population of that state ? 

Mr. Smirn. It was relatively small. I do not know exactly. India 
has 440 million people. The Red Chinese, China Mainland, have 
550 million people, so you can see where the stakes are. I am talking 
about the stakes of India and Red China, whether they are going to 
go behind the Iron Curtain, and these masses are to become Com- 
munist and become a threat to the civilized world. It is that serious. 
That is why I am making this emphatic statement. 


NEHRU’S OPPOSITION 


One witness who was very outspoken in his criticism of the Govern- 
ment said that Mr. Nehru’s—this is very significant—greatest dangers 
lie among the so-called angry youth, who had been promised certain 
benefits by the Nehru government, which thus far have not mate- 
rialized. 

This witness said that the angry youth might well vote with the 
Communist Party in some of the States where the unemployment sit- 
uation was high, and would again indicate Communist Party strength 
that really did not exist. 

In other words, it was a protest vote. This youth movement, 
which is seeking benefits in the way of employment and fat jobs, is a 
serious menace to Nehru who is trying to combine a national Indian 
positive welfare program with the largest possible measure of local 
self-government and village recognition. 

There was a significant thing, when this Communist report came 
over from Red China of this new so-called commune program, I was 
asked by the Indian editors not to use the word “communes” but to 
use the word “villages.” They said India would resent any similarity 
between their village life, which is the home family life, and this 
damnable thing going on next door in Communist China. 

They are beginning to be conscious of that and that, to me, was a 
very, very healthy, splendid sign. I have put in my report that Nehru 
will continue the control of India, according to this witness, if he 
meets this demand of the younger people. He probably will lose con- 
trol if he does not meet this demand. 

Then I talked with Vice President Radhakrishnan who, by the way, 
was here last year, and George Aiken I think, among others, cross- 
examined him. He was that Indian who was here and made sort of 
a philosophical semireligious talk. I talked with him at that time. 
His sincerity is most impressive. 

He is the Vice President, and I had a long talk and a very satisfac- 
tory conference this year with him. He took the position that the 
young people should be challenged to serve their Government and not 
criticize it. and expect handouts. He made an eloquent speech to Am- 
bassador Bunker and myself on the falldown of the morals of the 
fae people, and was critical of them for not assuming responsi- 

ility for their new freedom. 

He favored their being definitely challenged and being given direct 
assignments to preach throughout the villages the program the Nehru 
government was advocating and the reforms they all support. 
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POSSIBLE RED CHINESE ATTACK ON NEPAL 


With regard to my question of these various witnesses as to whether 
there was danger of a Red Chinese attack on Nepal through Tibet; 
you see, Nepal is over here and Tibet is just beyond it [pointing to 
map | ; ‘the possibilities of this were certainly emphasized by the 
Tibetan outbreak which occurred later while I was in Formosa. 

The latest reports indicate there has been a Red Chinese attack on 
Nepal itself. As I write this report it has not been definitely con- 
firmed. But Nehru certainly himself was concerned about it. I as- 
sume the Department has later news than I have. 


INDIA AND COMMUNIST CHINA 


There is no doubt of the fact in my mind, from talking to Nehru 
and his close advisers, that there was some concern about the Red 
Chinese and their operations on the border. As we know in Wash- 
ington, there have Seen maps circulated from the Red Chinese in 
Peking showing boundaries of Red China to include certain areas 
which are either claimed by India or at least are looked upon as inde- 
pendent states, such as Bhutan. 

From the standpoint of the United States, it is a hopeful sign that 
the Indian Government is becoming somewhat alarmed over Red 
Chinese operations and is conscious of that fact, as explained to me 
by some of the leaders, that Red China has made great forward strides 
in industrialization under a totalitarian system, whereas India has 
moved much more slowly because of its intention to act only under 
democratic processes, and with full concurrence of the Indian Legis- 
lature. 

I just mention that in passing because it is probably of great advan- 
tage to us and the free nations to support India in what she is trying 
to do in getting capital for her own industrialization under a demo- 

ratic _ ess, where China goes ahead and accomplishes all these 
ii heees »y mandatory Communist control. 


VISAS FOR RED CHINA 


Senator Arken. Has anyone said anything to you about getting 
passports to our reporters going to Red China , 

Mr. Situ. No, we did not ret into that. 

Senator ArkeN. I read about the passport being given to Vincent 
Sheehan to go to Red China to set up a news agency. 

Mr. Suiri. T saw that in the newspaper. 

Senator Aiken. Have you heard anything about it ? 

Mr. Smirtn. I saw it today. 

Senator ArkeNn. Have you heard anything more than what we saw 
in the papers ? 

Mr. Smiru. I will say that Mr. Harriman was in India when I was 
there, and we both met together at the Ambassador’s house. I met him 
later and talked about the whole thing. He was a little quicker at 
jumping at certain conclusions than I was, and now he is trying to go 
to Moscow to take a look. 

Senator Aiken. Governor Harriman has now asked for a passport 
visa to Red China. 
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Mr. Smiru. I think both Sheehan and Harriman will be given, as 
far as we are concerned—given the green light to go. 

ee AIKEN. Do you know Vincent Sheehan ? 

Mr. Smirn. No, I never met him. 


LONG-TERM LOANS TO INDIA 


Mr. Smiru. So far as India is concerned, I came to the conclusion 
that we should study very carefully what the Indians are trying to do, 
and increase their capital structure. Probably some of you have 
talked with B. K. Nehru (no relation to the Prime Minister) who was 
here as their economic adviser. I met him and talked with him at some 
length, and he was hopeful that he could get financing from private 
sources in the United States if some kind of an assurance could be 
given by our Government with regard to the convertibility of our 
money with which India would pay back these loans. 

He wanted long-time loans. He wanted a reasonably low rate of 
interest, but wanted loans, and he said he realized our limitations 
with annual appropriations here which prevented our giving the kind 
of long-time loans that they would want for power development, 
for building steel plants, and things of that kind. 

I do not know whether the committee has considered that phase of 
the loan question, because the annual appropriation—whether you con- 
sidered that phase of the thing, because unless they can get some long- 
term commitments, they cannot undertake power dev elopment even 
under their own scheme, and projects of that sort. 

Senator Aiken. What did he mean, 30 years, 40 years? 

Mr. Smiru. I did not go into detail. I think they are thinking 
in terms of a 10-year loan. You see, the Russians have been offering 
them pretty reasonable terms at a very low rate of interest. 

Senator A1kEeN. Two percent ? 

Mr. Sairu. I think it is about two, but that is the approach that 
this Indian economist took. 

Senator Sparkman. As I understand it, there is nothing in the 
mutual security program in the development loan program that pre- 
vents a loan being made for a period of 10 years. There is no inhi- 
bition against that kind of a loan. 

Senator Lone. Senator Smith, may I ask this question ? 

Mr. Smiru. I did not get into the details of those things. I was not 
arguing for that. I was arguing for an understanding between the 
countries, and the criticisms they have had of what we thought we 
might. do to help the free world movement and try to save some of 
these tottering countries from going over the edge. 


ARE RUSSIAN LOANS REPAYABLE IN LOCAL CURRENCIES ? 


Senator Lone. I want to know this: Do the Russians allow money 
to be paid back in local currency, when they make these loans on 
commodities ? 

Mr. Smiru. I do not know. I cannot answer that. I have not 
studied that this year at all. I have been studying the situation on 
the ground there and the sentiment of the people in these countries. 


[ Deleted. ] 
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ACCRUAL OF LOCAL CURRENCIES UNDER PUBLIC LAW 480 


Senator ArkeN. It is my understanding that the funds received 
from the sale of Public Law 480 commodities are gone forever in that 
we make the sale and take payment in the currency of the country 
to which we make the sale. If we can agree upon what they will use 
it for, we lend it back to them. We take their promise that the loan 
will be paid some time in the future, but it will still be repaid in the 
currency of the country. 

Therefore, we are in a position where, while we might use that 
money over and over again in that country, the chances of ever recover. 
ing any of it in the form of dollars for ourselves is almost negligible, 
Didn’t you get that idea ? 

Senator Lone. That is right. Assuming the program was a suc- 
cess in country A, there is apparently no chance of ever taking any 
of that currency ¢ and of ever ultimately getting some of it for use in 
country B, where the people might be in even greater need than in 
country A. It just seems to me we ought to try to find a way to 
sell these commodities for soft currencies, but to get the currencies 
so we could use them as we think best, rather than to have our own 
hands tied in some cases by our own legislation. 

Senator Arken. The justification for the sales seems to me to be 
twofold: First, that we move the commodities and stop paying 
storage on them—although we pay pretty good ocean freight to get 
them there—and the other justification is that we thereby do not use 
surplus commodities to pay bills; undoubtedly we would be putting 
up some payment in dollars, although not givmg them as much help, 

Those two things justify it. 

I do not believe the public is aware, any more than we were aware 
the other day, that the soft currency we get is not convertible and 
we are not likely ever to get much of it back. 

Senator Lone. The point I was hoping that Senator Smith might 
be able to help us on and give us some ideas on was how we might be 
able at least to use this money in these countries for the benefit of the 
people there—maybe use it more times than once. For instance, if 
you loan it to someone for a development project which is self-liqui- 
dating, when the money comes back in, you could, perhaps, loan it out 
a second time. 

But I am awfully discouraged at the testimony we have had from 
the ICA recently on our ability to use this money. 

Mr. Smirn. Let me say I did not inquire about this phase of our 
operation at all. I was asked by Secretary Dulles to make these con- 
tacts with these leaders and get the political situation in mind and 
their general attitude toward the Communists and toward the United 
States, so I took pains to stay away from discussing the details of the 
operation. 

I did meet, of course, the ICA men and, let me say, one of the best 
and smartest fellows I met was young Houston right there in India, 
He is a crackerjack. I do not know “what his polici ies are. We dis- 
cussed in a general way what he is doing. 

Senator Lona. I want to apologize for delaying the committee on 
that matter of local currencies, but I thought we might be able to get 
a little help from Senator Smith. 
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Mr. Smiru. Thank you, Russell, but I had these other objectives 
on my trip. 

We went from India, after being there for nearly 4 weeks, to Indo- 
nesia. I stayed there about a week. 


SITUATION IN INDONESIA 


We are in danger in Indonesia of losing to the Iron Curtain crowd, 
the Communists. This would be the first territorial loss by the free 
world to the Communists since the misfortune in Indochina. The free 
world has not lost an inch of territory to the Communists since the 
Dienbienphu fiasco, and the feeling is strengthening on the free world 
side that if the United States stands pat on this and resists this Com- 
munist infiltration, this Communist attempt by hook or by crook to 
add additional territory, we will by degrees get the sympathy of 
the masses and get them on our side. We “have got that possibility in 
Indonesia r ight 1 now. 

[ Deleted. | 


HONG KONG AND FORMOSA 


Now, skipping over my notes rapidly, and my report to the Secre- 
tary will contain these things, I stopped in Hong Kong and talked 
with our consul there. We do not have an Ambassador there, but a 
consulate. 

[ Deleted. | 

The members of our staff, the economic and military experts, as- 
sured me that they were : absolutely convinced that we were sound in 
our position in backing up esiamelien China and in waiting, not push- 
ing anything, no attack on the mainland, but waiting for what they 
believe may be a demonstration of the unrest within that great mass 
of people, and bring about the possibility of bringing them into the 
Western group of free nations to keep them away “from the Iron 
Curtain people. 

Then to pass on rapidly in my report, I went to Formosa and stayed 
there a week, and took the opportunity not only to be in Taipei where 
Chiang Kai-shek and his Nationalist Chinese are, but to go down 
to southern Formosa, which is the industrial end of the island, and 
where whatever aid we have given from the economic standpoint has 
been invested. 

I was absolutely amazed with what has happened there. I wish you 
could get there because they have, through the cooperation of private 
industry—the oil companies have developed an oil processing plant 
there, they are getting their crude oil from the Middle East, from Iran, 
and Iraq, and from that area, they are in touch with Indian bauxite, 
they have gotten bauxite in there, and they have got an aluminum 
plant. 

[ Deleted. ] 

Well, the most we have heard now is that 2 days ago they started 
shelling this other island of Matsu 150 miles north of Quemoy, and 
the Matsu guns replied. Chiang has them well fortified and big 
armies in both of them, and they put the Chinese mainland guns out 
of business. Of course, that does not mean that is final, but the Reds 
know they cannot win without an air atted. and if thew oet, inta the 
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air business—they tried it before and the Chinese pilots who were 
trained by our pilots, tr: ained by our MAAG operation, beat them so 
badly they have not used an air attack since. 

a though I got into the Japanese-Korean situation. [ De- 
eted. 


COMMUNIST THREAT AND OVERALL POLICY 


Now, summing up my conclusions, let me just give you the high 
spots. These w ill appear in my ultimate report. 

My overall conclusions are as follows: 

First. The Communist pattern—and this is very important—in the 
area visited, confirms the convictions of most students of the subject 
that world conquest is the ultimate goal of Soviet communism. 

Now, I actually met some Indians who were arguing the other side 
and that Nehru was right in weighing these things because the Soviets 
do not want world conquest any more than the United States does, 
bunk like that. 

The Communist policy, which was evident everywhere throughout 
cv area, is to divide and absorb. If the divisions exist, as in the 

ases of the conflicts mentioned, the Communist policy is to further 
thems divisions by every possible means. If divisions do not already 
exist, Communist policy is to create them. 

In the Pakistan- India row they are trying their hardest to keep 
the Pakistanis on edge there and keep that fight going, and it is 
true with these Communists, of course, in India. 

In the Indonesia row, as I said to you, the Communists are trying 
tomovein there. [ Deleted. ] 

Second. In meeting this Communist threat and overall policy, one 
of the best approaches, in my judgment, from the standpoint of the 
free nations, is by good-will trips of properly accredited persons 
and a frank ex ploration of any misunderstandings. 

I ain not tooting my own horn here, but I am an example of this 
experiment that Secretary Dulles had planned to make in asking a 
few of us who might be available to go on a good-will trip of this 
kind and say frankly that it is a good-will trip and that we are not 
asking a thing. We are just asking to have an understanding, to get 
to know them, I think that has paid off well. 


LEADER GRANTS AND STUDENT EXCHANGE PROGRAMS 


In this connection IT found the exchange of students and leader 
programs most effective and the demand in all the countries visited 
that the number of exchanges both ways should be increased with 
the opportunity, especially for people from the less developed coun- 
tries, to come tothe United States to learn our know-how. 

They were not asking for dollars as much as they were for the 
exchange of ideas, and T am sorry Senator Fulbright is not here be- 


cause eV verywhere I went they asked about the F ulbr ight scholarships, 

and the Smith-Mundt fellowships, and they begged me to try to get 
more of those because they told me it made the “best payoff in under- 
standings between countries. 
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TRADITIONS IN INDIA, INDONESIA, AND NATIONALIST CHINA 


Third. The third thing that impressed me was the fine basic quali- 
ties of the people in the countries visited. In India they say 80 percent 
are illiterate. Well, they are illiterate in the sense they cannot read 
or write, but they are not illiterate in the sense that they live in these 
villages and they have handed down to them through people who 
have contacts outside of what is going on. They are not illiterate in the 
sense of not knowing what is going on. They are smart, and they have 
a fine basic yearning for peace, a yearning for freedom which, I think, 
has been built up by the Gandhi tradition. The Gandhi influence to- 
day in India is as great as it ever was. Everybody goes back to 
Gandhi now; Gandhi said this or said that; Gandhi would have 
done this. 

In Indonesia, the indigenous culture, with the traditions of ways of 
life dating back hundreds of years—in Bali today they are living as 
they lived hundreds of years ago. It is one exhibit A as to a culture 
continuing. ‘They are probably the finest wood carvers in the world, 
without any instruction whatever, except as it is handed down from 
their people. We went down there and went among them. 

They do have the native Indonesian customs and traditions, and 
they carry on their livelihood in these various industries. 

In China I found the same kind of cultural traditions and spiritual 
ideals, and one of the Chinese military advisers gave me a paper he had 
written on Confucius, about the teaching of Confucius, what it would 
mean for world peace if we could only understand it better. 


ECONOMIC PROGRESS OF JAPAN 


In Japan the continuing earmarks of a combination of the past tradi- 
tion of isolation and the present tradition of full activity in all modern 
world affairs exists, Japan is just jumping ahead by leaps and bounds. 
They are catching up with all of us in manufactured things. 

They will buy a little something we manufacture and then duplicate 
it and then try to undersell us. We try to be sympathetic with it. 
Japan has to have an outlet and markets. We had a long discussion 
of the textile business in Japan undercutting us and soon. [ Deleted. ] 

Japan has the continuing earmarks of a combination of the past 
tradition of isolation and the present tradition of full activity in all 
modern world affairs. Japan’s progress is an extraordinary thing; 
Senator Sparkman knows, he was with me at the time of the peace 
treaty, do you remember ? 

Senator SpaRKMAN. In 1951. 

Mr. Smiru. We were there in 1951, and we saw the beginning evolve. 
Today they have amazed everybody. 

Senator Sparkman. I was there in 1952 and I was there again in 
1957, and I was amazed at what had been done; it was tremendous. 

Mr. Smiru. Just leaps and bounds. 


[ Deleted. } 
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CONDITIONS IN KOREA 


In Korea I found a great deal, talking with a lot of people, in the 
centuries-old unique Korean culture. They take great pride in their 
old palace. I do not know whether you saw it or not in Seoul. 

Incidentally, I went up to the 38th parallel and saw the ROK army. 
[ Deleted. | 

Senator Sparkman. Did you fly up there in one of those bubble 
helicopters ? 

Mr. Smiru. We went in a better one, one that will hold about eight 
passengers, an up-to-date helicopter. [Deleted. | 


ADDITIONAL OBSERVATIONS 


Fourth. The fourth observation I made was this yearning for free- 
dom and independence and self-determination, especially by the people 
of the countries recently liberated from imperial or colonial control. 
I got a warm welcome as representing a country that had had 200 
years of freedom, to be willing to come over there and talk with them 
about the problems of freedom in a new country. They said, “You 
are willing to come here, and we appreciate it, thank you.” That is 
very rewarding. 

Fifth. Then again, fifth, the activities of hundreds of organizations 
outside of governmental circles seeking to contribute to the raising of 
the standards of living and modern education of the millions of people 
in all these less-developed countries. There you have religious groups, 
you have the Ford Foundation, the Rockefeller Foundation, both 
doing outstanding jobs. That is all saving the taxpayers’ money, they 
have got their own endowments to work it out. 


U.S. POLICY IN FAR EAST AND ASIA 


Sixth. Then, sixth, the fundamental soundness of our present for- 
eign policy in the area. This policy should be defined as having two 
distinct but vitally important aspects : 

(a) The military aspect of international security as illustrated by 
our policy of military aid to countries which might be the object of 
aggression. This includes the various security pacts which have been 
initiated under the leadership of the United States, such as NATO, 
SEATO, and the Baghdad Pact, as well as many bilateral pacts which 
we have entered into. This military aspect of our foreign policy may 
be looked upon as the defensive aspect. 

(6) The other aspect of our foreign policy which is the positive side 
is our wholehearted human interest in the problems of other countries 
and in the aid we have endeavored to give to help other people help 
themselves in raising their standards of living and in establishing 
their freedom and independence on a firm, self-governing basis. 

If anybody calls that just a free handout at the taxpayers’ expense, 
they ought to go there to look it over because that is what impressed 
me, especially what had been done to give help to these people to help 
themselves, and how they really do appreciate it. 

Senator Lone. Senator Smith, since you suggested I may disagree 
with that, I will spell out where I think we are making certain funda- 
mental mistakes in this program. 
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Mr. Smiru. We ought to be told. 

Senator Lona. I think sometimes you might not find that you differ 
too much with my criticism of the program. 

Mr. Smeru. I probably would not, and I encourage things like this 
Draper investigation. We had a wonderful group of experts study- 
ing this program. I am confident that they know what it is about, 
especially the military security angle. 

Senator Lone. It would burden the record and it would take up too 
much time to tell you where I am in conflict. 

Mr. Smiru. Our own experience of nearly 200 years in the protec- 
tion of individual freedom, both externally and internally in our 
own country, has made it possible for us to offer the know-how of 
democratic processes to other countries that have not yet had the 
privilege of enjoying the basic freedoms that have meant so much in 
our own development. 


WORK OF U.S. FOREIGN SERVICE 





In spite of—and this I say is to meet some of the unfair innuendoes 
of “The Ugly American”—in spite of criticisms from some quarters 
and in spite of our willingness to admit that undoubtedly mistakes 
have been made in carrying out our policies, the demonstrated suc- 
cess of this two-purpose foreign program cannot be denied. 

Seventh: The appreciation of as well as the criticism of the so- 
called foreign aid program was something that impressed me there. 
Our own people, the people in our Embassies, were willing to admit 
these cases that are cited, for example, in “The U gly Ameri ican,” but 
what I stated to them was that the book left the i impression there was 
something wrong with the whole picture, and that is a totally unfair 
impression, and [ tried to pay a sincere tribute to an entire Foreign 
Service. 

IMPACT OF HAWAIIAN STATEHOOD 


Eighth: Then when I arrived in Hawaii I realized the importance 
of the admission of Hawaii as the 50th State and its significance as the 
crossroads and orientation area for the interchange of people between 
Asia and the United States. Of course, I ran into that particularly 
in Hawaii where they were all steamed up on the possibility of being 
the crossroads for people coming from the United States and people 
going to the United States, so that they would get to understand them. 

Senator Lone. Did you get the feeling that the admission of 
Hawaii as a State had an impact otherwise than in the Orient? 

Mr. Smiru. Senator Long, I did not contact the admission influence 
early enough to feel the impact in the other countries, but I felt it 
more when I got to Hawaii itself because I talked to people of all 
nationalities there. For example, there is an enormous population of 
Japanese there, you know. 


PERSONAL IMPRESSIONS 


Now, let. me express some very personal impressions. Throughout 
history our United States seems to have been destined first to under- 
stand by firsthand trial the wonders of individual human freedom 
and, second, to give to others our own understanding of what might 
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be called the religion of freedom and human brotherhood in the 
largest sense. 

I seemed to find as I traveled in these different countries and con- 
tacted the various religions of the world a continuing-thread of 
grouping for constantly better contacts between man and man and 
a constantly better understanding of the basic spiritual foundations 
upon which the advancing history of mankind appears to have been 
built. 

Our ancestors, building on the Anglo-Saxon “toil, sweat, and tears” 
of over a thousand years learned the precious value of individual 
human liberty free from outside controls, And they learned, as so 
nobly stated by William Penn years ago, that nations not governed 
by the guidance of the God of their Fathers would eventually be 
governed by tyrants. That is what we are proving in Russia every 
day. 

And they learned by cruel experience that the state is made for 
man, and that man is not made to be the slave of any form of state. 

Liberty in the truest sense means the release of the highest expres- 
sion of the innermost inspirations of individual human being under 
the guidance of God. 


DEDICATION OF U.S. FOREIGN SERVICE 


Finally, in closing this testimony I desire to express my personal ap- 
preciation of the magnificent dedication of our Foreign Service. In 
spite of the criticisms that have been made, and sometimes with justi- 
fication, the important overriding atmosphere of human understand- 
ing and loyalty of the Foreign Service of the United States is one of 
the most outstanding contributions that we can make and are making 
to lasting peace in the world. 

Senator Cartson. That is very fine. 

Senator Lone. Thank you very much. 

Senator Sparkman. I am glad you put that final note to it be- 
cause I think they are a dedicated group and doing a tremendous 
job. I do not think we tell them so often enough. “We do not tell 
the country either. 


USE OF CURRENCIFS DERIVED FROM PUBLIC LAW 480 SALES 


Senator Lona. Senator Smith, I would like to refer to the dis- 
cussion today on the counterpart money generated under Public Law 
480, and also some of these other counterpart funds. We have no 
indication that we are going to get any use of that money to our own 
purposes at all, and in a number of cases there is evidence that in 
a number of these countries they won’t even let us use those funds 
to the benefit of their own people the way we think it should be used. 

If we cannot use it for constructive purposes, even to benefit the 
natives of the country, the least we can do is let our own Foreign Serv- 
ice use some of it for representation allowances. If we ‘annot make 
any better use of it, let it be used for making contacts with foreign 
people. 

Mr. Smirn. We built our new beautiful Embassy in New Delhi, 
which was sorely needed, with counterpart. We built our new Em- 
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bassy in Djarkarta with local currency proceeds of the surplus prop- 
erty agreement, and we took over the consulate, which was a maha- 
rajah’s palace in Bombay, a consulate there, with counterpart. It is 
being used. I cannot give you the details because I did not get into 
it. It is being used, and I think it was being used in full consulta- 
tion with the local governments. Also, we used it for the whole 
Fulbright program. 
CONCLUDING REMARKS 


Senator SparkKMAN. Thank you very much. 

Mr. Smiry. Well, when my report has been officially made, I will 
see that the members of the committee get. copies. 

Senator Lone. Thank you very much, Senator Smith. It was good 
of you to bring back this report. 

Mr. Smirn. I am keen to talk with you some time, because I know 
you have lots of reservations on this thing, but I w ish I could go with 
you in person, just man to man, and go over there to some of these 
places I have been, and see what is being done by the United States of 
America in this program. 

Senator Lona. I would be delighted to go. I have seen a bit of it. 

Mr. Smiru. I am talking about the principle. 

Senator Lona. I have seen a bit of it, but I find it difficult to ar- 
range the time to go there. Frankly, Senator Smith, I sometimes feel 
when I go there I see too much of what the State Department wants 
me to see and this does not allow me to explore on the outside. 

Mr. SmirH. When I went on this trip, I did not have any pressure 
or fore e of any kind brought on me. Sec ae Dulles said, “You go 
and draw your own conclusions.” He said, “I know you would like 
to go because you have been there before, and because you will be a 
good friend of this country. 

Senator Lona. I am sure you made a number of good friends. 

Mr. Smiru. I thank you all for this opportunity to talk to you 
about this trip. 

(Whereupon, at 4:05 p.m. the committee recessed, to reconvene at 
10 a.m. on Thursday, May 21, 1959.) 
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THURSDAY, MAY 21, 1959 


U.S. SENATE, 
CoMMITTEE ON Foreign RELATIONS, 
Washington, D.C. 
The committee met, pursuant to adjournment, at 10:05 a.m., in room 
221, New Senate Office Building, Senator J. W. Fulbright (chair- 
man) presiding. 

Present: Senators Fulbright (presiding), Green, Long, Gore, 
Lausche, Capehart, and Carlson. 

The Cuarrman. The committee will come to order. 

This morning the committee is hearing individuals and represent- 
atives of organizations who have asked to be heard in connection with 
the committee’s consideration of the Mutual Security Act of 1959. 

Because of the large number of witnesses, the committee has asked 
that each witness limit his or her oral presentation to a maximum 
of 10 minutes. Additional material, within reasonable limits, may be 
included within the committee record. 

Although the 10-minute limitation applies to the statements of in- 
dividual witnesses, it will not be applicable to questions which mem- 
bers may wish to address to witnesses. 

I would note also that this limitation will not apply to our first 
witness, Senator Gruening. That is, he was to have been our first 
witness. But I see that he had to go to the hospital. His wife is 
quite ill, and he is expected back later. Nor does the 10-minute rule 
apply to Mr. Ralph I. Straus, of New York, who undertook a special 
study in accordance with the Mutual Security Act of last year. 

Mr. Straus, if you are ready now, will you please come and be our 
first. witness 4 

Senator Cartson. Mr. Chairman, I regret that I am going to leave 
soon. There is a meeting of the Joint Committee on Internal Revenue 
Taxation and it is necessary that I attend that session. Therefore, I 
will have to leave in a few minutes. 

I regret sincerely that I cannot stay and hear some of these wit- 
nesses who have been friends of mine for years, particularly Eric 
Johnston and Dr. Donald C. Stone, who are here this morning, and 
who used to be with us in Washington. I want the record to show 
that I have to leave. 

The Cuamman. Well, I regret it, too, but we are very pleased to 
have you here even for a short time. 

Mr. Straus, while we were getting ready to hear you, Senator 
Gruening arrived. He was, as you know, scheduled to be the first 
witness. 
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Senator, will you please come ahead and lead off. Then we will 
proceed according to our schedule. I didn’t see you come in a moment 
ago. 

Senator Gruentna. I came in very modestly. 


STATEMENT OF HON. ERNEST GRUENING, U.S. SENATOR FROM THE 
STATE OF ALASKA 


Senator GrugentnG. Mr. Chairman and members of the committee, 
I very deeply appreciate the opportunity you have given me to testify 
with respect to S. 1451, the proposed Mutual Security Act of 1959. 

In view of the magnitude of the task on which this committee is 
now engaged, the numerous witnesses you have heard and will still 
hear, and because the point I wish to make and the suggestion I shall 
put forward are in essence simple but, I believe, v itally important, I 
shall endeavor to be brief. 

Since I feel the issues involved are of sufficient urgency that I may 
from time to time be tempted to enlarge upon them and upon my 
suggestion on the floor of the Senate, it is my feeling that courtesy 
to the distinguished members of this committee requires that I express 
my point of view to you prior to taking the floor. 

‘My appearance is also in response to the open invitation of your 
very able and conscientious chairman who has graciously, on the 
floor of the Senate, asked Members to come forward with suggestions 
concerning the mutual security program and how it can be improved. 

Surprising as it may seem, I am not here to ask either for an in- 
crease or a decrease in the $3.9 billion requested to be apropriated for 
the mutual security progr am for the next fiscal year. 

And it is precisely because I am doing neither that I am prompted 
to appear before you today. 

I do not know whether the sums requested are too large or too small. 

I have no way of knowing; I have no way of finding out. Maybe 
the committee has the answers and if so, I, as one Senator with far 
less experience in this vastly important area, would like to have those 
answers. 


ESTIMATE MATERIAL PRESENTED ON MUTUAL SECURITY NOT ADEQUATELY 
CERTAIN 


But to me and maybe to others of our colleagues, the illustrative 
budgets and estimates on which these appropriation authorizations 
and appropriations are founded not only do not provide sufficient 
certainly to determine the actual projects for which the funds sought 
are to be used, but also give the administrators of this program a 
virtually free hand in determining how these funds will in fact be 
used. 

We are not even certain that the funds appropriated will be spent 
for the illustrative projects set forth in the justifications submitted. 

From time to time we do learn the details about a given program. 
But we learn them after the fact, after the funds have been spent 
and either congressional investigating committees or the General 
Accounting Office bring to light examples of gross mismanagement 
and maladministration of these programs. 
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I respectfully submit, Mr. Chairman and members of the commit- 
tee, that a procedure by which appropriations are made by the Con- 
gress by blank check, with the specific purposes for which the funds 
are to be expended determined by the executive department after 
appropriation is not, I respectfully suggest, in keeping with the duties 
and obligations imposed by the Constitution upon the Congress in 
this area. 


CONSTITUTIONAL RESPONSIBILITY OF CONGRESS TO SUPERVISE 
PUBLIC FUNDS 


The power over the public purse was a question given much thought 
by the Founding Fathers and carefully safeguarded by the provisions 
of the Constitution. Fresh from their battles against “taxation with- 
out representation,” they were well aware of the need for vesting 
control of the taxpayers’ dollars in the people’s elected representatives. 

As | read the Constitution, Congress’ power to appropriate pub- 
lic funds is not limited or invaded by the authority vested in the 
Chief Executive to conduct the Nation’s foreign affairs. 

Quite the contrary is true. 

The President’s powers to carry on foreign affairs is itself limited 
by the Constitution in a number of respects. These are limitations 
on his power to enter into treaties, to appoint ambassadors, or to 
declare war. 

Congress itself—except in the new field of foreign aid—has never 
countenanced the assumption that its powers over appropriations 
were curtailed by the President’s power to conduct our foreign af- 
fairs. Each year, in deciding upon the amounts to be appropriated 
for the Department of State, the Congress makes basic decisions con- 
trolling, in one way or another, the manner in which, within the 
limitations imposed, the President is to conduct our foreign affairs. 

For example, the amount of representation funds appropriated in- 
fluences the manner in which the President and the representatives 
of the United States abroad carry on their relationships with foreign 
officials. And yet the Congress has no hesitancy in scrutinizing the 
amounts requested in the greatest detail and limiting the amounts 
which can be expended. 


LAXITY IN CHECKING ACTIVITIES OF EXECUTIVE BRANCH 


Why then is the mutual security program an exception? Why is 
it sacrosanct ? 

Why, with respect to that program, must we be called up to legis- 
late relatively in the dark, to appropriate without sufficient. facts, 
and to permit the executive agency to expend the funds appropriated 
in any way it sees fit without being bound by a firm budget 4 

In my opinion, the foreign aid programs in which this country 
has been engaged for approximately a decade and a half should im- 
oe new responsibilities and duties upon the Senate which it has 
1itherto, in considerable degree, delegated, but I think should no 
longer delegate, to the Executive. 

The Constitution recognizes and the Senate has traditionally ex- 
ercised a role in the conduct. of foreion affairs. It has been a limited 
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role, but a role nevertheless. Its two chief functions—the ratifica- 
tion of treaties and the confirmation of the Secret: ary of State, Under 
Secretaries and Assistant Secretaries of State and ambassadors and 
Foreign Service officers—have been functions in the nature of checks 
upon the power of the Executive to conduct foreign relations. But 
contrasted with the magnitude and importance of the mutual secur- 
ity program, which is really an innovation and radical departure 
from the historically established conduct of our foreign relations, 
the Senate’s role in the constitutionally provided participation in 
foreign policy has been slight indeed. 

It has been a long time since the Senate refused to ratify a treaty 
or confirm an ambassador. It almost never h: appens, and so the Sen- 
ate’s role in these two prescribed areas has become perfunctory and 
routine. 

DOLLARS AS AN INSTRUMENT OF FOREIGN POLICY 


But in the years since the last war—and, in fact during the war 
itsel f—something new has been added. Something new and tremen- 
dous. We have now come to use American dollars as a massive diplo- 
matic instrument. Indeed, this new financial mechanism has come 
to supersede and outclass all other diplomatic instrumentalities. It 
represented and continues to represent an epochmaking departure in 
American policy. 

The Senate exercises concern, and rightly so, about the qualifica- 
tions of persons selected to represent the United States abroad. We 
seek to determine whether they possess the requisite abilities, charac- 
ter, and temperament to represent our interests with vigor and skill. 

When we equip our representatives abroad with a new type of diplo- 
matic machinery—American dollars and American dollars by the 
billions—to aid in the achievement of American foreign policy objec- 
tives, should we not be equally and perhaps even more concerned 
with the purposes for which those vast sums are to be put, and with 
their effectiveness in achieving American objectives ? 

In order to apprise myself as fully as possible of whatever informa- 
tion there might be available to answer the questions I have taken 
some time to look at the justifications submitted to support the request 
authorizations. 


INSUFFICIENCY AND CLASSIFICATION OF INFORMATION SUPPLIED BY EXECU- 
TIVE TO JUSTIFY REQUESTS 


I find the information available entirely inadequate on which to 

make any intelligent determination of the necessity for the sums re- 
quested. Maybe the deficiency in understanding is mine and is not 
shared by others. But it is my feeling that we are expected to take 
much of this program on faith, and, after 15 years of it, I find it no 
longer possible to do so. 

I find only illustrations of what may be done with some of the money 
if it is authorized. 


I do not find there the same kind of budget justifications which are 


required of other Federal agencies. 
deplore—as does the distinguished junior Senator from Mon- 
tana—the aura of secrecy with which this entire program has been 
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wrapped. From my reading of the material submitted, there is no 
real need for placing a security classification on this material. 

As the distinguished junior Senator from Montana has stated— 
and I yield to his greater knowledge and experience in these matters: 

The security classification of these figures is preposterous. It has little, if 
anything, to do with security. Many foreigners know what the figures are, at 
Jeast in part, and many of the figures can be found if an effort is made to find 
them by a foreigner intent upon finding them because, not infrequently, they are 
published in newspapers * * *. 

One often wonders whether the security imposed is not intended to 
keep the facts away from our own citizens rather than to serve the 
ends of the program. 

In any event I fully share Senator Mansfield’s view after reading 
some of the widely known platitudes which in the mutual security 

resentations to the Congress are labeled “classified.” 

But the basic point I wish to make is that even after one has read 
the material—both classified and unclassified—one is scarcely in a 
better position to legislate intelligently with respect to this bill than 
if one had seen none of the material. 

Why is that so? 

Because they are illustrative presentations only, and even if one 
were to agree with the worthiness of each of the illustrations, one 
would have no knowledge of the other items on which the funds 
authorized would be expended. One would have no assurance, like- 
wise, that they would be expended for the very items illustrs ited. 


CONGRESS SHOULD DEMAND MORE THAN ILLUSTRATIVE BUDGET 


Earlier in my remarks I stated that I wanted only to make a simple 
point about the mutual security program. The point is that I think 
that it is high time that the Congress reasserted its authority and re- 
sponsibility “with respect to the funds appropriated for this program 
and ruled out illustrative “iy nye 

In making this statement, I do not, in any way, wish even to imply a 
criticism of either the members of this committee or the members of 
the Committee on Appropriations of either House. Far from it. I 
am fully aware that the situation, which I strongly feel should now 
be corrected procedur ally, began as an emergency, continued under 
the pressures of recurring urgencies, and gradually fell into and 
became established as the existing form. Such continuing action was 
indeed a clear evidence of the desire for the fullest cooperation by 
the legislative branch with the executive, and a manifestation that 
the Members of both Houses of Congress desired to do everything 
in their power to support the Executive and to make the conduct 
of our foreign policy a success, unimpaired by too prolonged investi- 

gation and possibly consequent delays. In any event, that is history. 


ENDING BLANK-CHECK SPENDING UNDER MUTUAL SECURITY PROGRAM 


But, I am also aware and deeply convinced of the necessity of 
putting an end to this blank-check spending. It has now gone on 
in various forms for a decade and a half. It has gone on under 
both Democratic and Republican administrations, and under Demo- 
cratic and Republican Congresses. There is no element of partisan- 
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ship in my proposal, nor any suggestion that either party has, as 
such, brought about the necessity for what I believe to be an indis- 
pensable change of procedure. For under the blank-check proce- 
dure, the U nited States has checked out some $70 billion to some 60 
foreign countries, with prospects of continuing expenditures with 
similar purpose and method. ‘There is obv iously great dissatisfaction 
with the Pagan I do not, at this time, desire to comment on its 
successes or eo or on its adv isability or nonadvisability. But 
instead, I desire to propose a new procedural approach which should 
go far into the heart of the issues involved. 

That procedure is to treat foreign aid like any and every domestic 
program. That procedure is to require line item specific requests for 
every demanded expenditure in the mutual security program. 

The Cratrman. Senator, may I ack you, was that the procedure fol- 
lowed in the construction of this building? 

Senator Gruenina. I wouldn’t know, Senator. But I think if we 
did not. follow it, that would not justify not following in this far 
larger program. 

The Cuairman, I just wondered, that is all. 

Senator Grurenina. I noted the Senator’s parelleling of the mis- 
takes that were made in the erection of this building and foreign 
policy, and I think they are pertinent, but I think that errors in one 
field do not necessarily justify errors in another. 


PROCEDURE AND ROUTE FOREIGN AID BUDGET SHOULD FOLLOW 


If any department of our Government (other than State, or the 
agencies engaged in expending our funds abroad) requires, let us 
say, $5,000 ‘for furnishing a building somewhere under the flag, or 
$25,000 for new construction, that agency must so specify. Its re- 

quest must run the established gauntlet of the Bureau of the Budget, 
the appropriate subcommittees of the Appropriations Committees 
of both Houses, and then be voted on by the two Houses and sent 
to the President. Why not apply this same well tried and tested 
procedure to foreign aid items? If it is necessary for a $25,000 struc- 
ture erected by some agency of government in the 49 States to undergo 
this proper and prudent routine, clearly established by the Con- 
stitution, why should not the corresponding requests for some edifice, 
service or other of the multiple forms of assistance in the 60 foreign 
nations we are subsidizing, undergo a similar procedure? How para- 
doxical that while the smallest items for home consumption must 
undergo the rigid scrutiny of the Bureau of the Budget and of the 
pertinent congressional committees for authorization and then for 
appropriation of the subcommittees and full Committees on Appro- 
priations in both Houses of, Congress, millions of dollars can be 
dispensed for use abroad by unseen and unknown men, shrouded 
aie the multiple veils of anonymity, indefiniteness, and secrecy ! 

The suggestion I would most respectfully make to this committee, 
therefore, is as follows : 

There should be required to be submitted to the House and Senate 
Appropriations Committees, within 90 days after the enactment of 
the appropriation act for mutual security, a firm budget covering the 
sums to be expended for grants during the fiscal year ‘1960, both from 
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panes appropriated by that act or previously appropriated and still 

railable for expenditure, and that the agency be required to adhere 
: that budget. I would go further and put the agency on notice 
that authorizations and appropriations for the next fiscal year would 
be made only upon the submission of firm budgets. I would, to 
take care of unforeseen emergencies, leave unchanged the President’s 
authority under section 501 of the act to transfer up to 10 percent of 
the funds made available. 


REPAYMENT OF LOANS IN SOFT CURRENCIES 


You will note that I have said that I would have my amendment 
apply to foreign aid in the form of grants and would not, at least 
at the present time, suggest that it be applied to loans under the 
Mutual Development Loan Fund. I take this viewpoint most reluc- 
tantly because of the facts so skillfully brought out by the senior 
Senator from Louisiana on the floor of the Senate during the debate 
on the second supplemental appropriation act. He showed clearly 
that. in so many countries these so-called loans are repaid in soft, 
sterilized currencies so that it cannot truly be said to be actual repay- 
ments, 

As was so ably stated in an article by Harlan Cleveland from the 
Reporter magazine, inserted in the record by the distinguished senior 
Senator from Minnesota: 

* * * the United States can look forward to effective use of the local-currency 
repayments of its development loans only if it simultaneously sweetens the pot 
with more American dollar aid for development. Under most of the given con- 
ditions, the local currency in question is merely money, and should not be mis- 
taken for real resources. It may look good on the books of the U.S. Treasury. 
But in terms of paying for more development, most of it won’t be worth a 
continental. 

This to my mind does not fit within any known definition of a loan. 
But, as I have said, I shall forbear for the time being from suggesting 
that my proposed amendment be made applicable to loans. Maybe 
that should come later. 

I appreciate the fact that a number of additional suggestions for 
changes in the mutual security program have been put forward al- 
ready. I refer especially to those suggestions advanced by your dis- 
tinguished chairman, by the able junior Senator from Montana, and 
by the know ledgeable junior Senator from Louisiana. 

However, I am not as sanguine as the junior Senator from Mon- 
tana seems to be about bringing military aid to a close within 3 years 
I just do not think it is going to be done, unless the Congress asserts 
itself more directly than it has in the past. 


BRINGING AID PROGRAMS UNDER BUDGETARY CONTROL OF CONGRESS 


As what seems to be now a timely and overdue approach, therefore, 
I put forward my own suggestion that all the aid programs be brought 
under the control of the “budget ary process of the C ongress as is 
required with respect to any domestic program. 

Your distinguished Chairman stated recently that we must bring 
ourselves to— 
accept the realities of our position in the world and the inseparability of domestic 
and international policy. 

40110—59—pt. 2-20 
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I agree with that statement and it is precisely that objective which 
I am proposing procedurally. For in my opinion, not only policy 
but procedure should be inseparable. They will come closer to in- 
separability as we treat them alike fiscally. 

The same budgetary principles, proc edures, and safeguards should 
apply to the one as to the other, to international policy” as well as to 
domestic policy. 

Let me give one or two illustrations of how I envision that the 
institution of orderly budgetary proc edures would make for a more 
meaningful fulfillment by the Congress of its rightful role with 
respect to the proper conduct of America’s foreign oulien. and greatly 
improve that conduct. 


SUCCESS OF U.S. AID PROGRAM EXPENDITURES IN BOLIVIA 


Consider the case of Bolivia. 

How do we measure the success of our efforts there? Since 1946, 
through June 30, 1958, grants and loans aggregating $139 million 
have been made to Bolivia, and yet, because of a chance flippancy at- 
tributed to one of our Foreign Service representatives and quoted 
in a national magazine, our diplomatic personnel staying in Bolivia 
had to scurry for safety. Other Americans had to be warned lest 
their lives be i imperiled. How successful has the expenditure of $139 
million been in implanting an understanding of the United States 
and of helping Bolivia to achieve whatever the program intended to 
be achieved? Certainly those of us who are expected to vote intelli- 
gently on the next mutual security appropriation would like to have 
the answer in detail. Would it not be useful—indeed, essential—to get 
the appropriate oflicials who planned the previous program in Bolivia 
before the appropri ite committees of Congress to ask them in detail 
what they were attempting to do and what they consider the measure 
of success or failure, what they intend to ask for in the coming budget, 
and how they intend to spend it in detail and not merely by giving 
illustrations of what they might do. Would it not be extraordinar ily 
useful—even if unprecedented—to have this committee and the Ap- 
propriations Committee then study this new request in the light of 
what has happened and determine whether it is valid or not, or w hether 
it should be appreci: pray modified and, if so, in what specific amounts 
and in what other ways ? 

The same procedure should apply to every country and to every 
item. Each project should be broken down in detail and justified 
just as are items of domestic expenditure. 


EFFECTIVENESS OF GRANTS AND LOANS IN STRENGTHENING TIES BETWEEN 
UNITED STATES AND SPAIN 


Consider the case of Spain, as another example. 

Since the close of World War II we have made grants and loans to 
Spain of approximately $709 million. Yet the distinguished junior 
Senator from Montana in the course of his thoughtful speech last Fri- 
day on the mutual security program inserted in the Congressional Rec- 
ord a report by Richard Mowrer of the Christian Science Monitor on 
our relations with Spain and how little knowledge exists among the 
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people of Spain of how helpful the United States has been. Permit 
me to quote from the report: 


Until recently no coherent, compact, easy-to-understand explanation of the 
American aid program has been offered to the general public by the press or 
radio. 

Actually we have been told by official Spanish sources that the 
United States has spent so much on our military bases there that we 
have caused inflation and that we now need to spend more to combat 
that inflation. 

Comment would be superfluous. 

I would like the administrators of these programs to come before 
the committees of Congress prepared to cite item by item how the mil- 
lions granted to Spain have been used, and how they have contributed 
to strengthe ning mutual security between Spain and the United 
States. I believe that they should also be required to justify in a de- 


tailed budget how they w ill expend the new appropriations to promote 
our nation: ‘al secur ity. 


AMENDMENT TO MUTUAL SECURITY ACT OF 1959 


I now offer for the consideration of the committee my amendment. 

The amendment is a tentative one, Mr. Chairman and members of 
the committee, and it aims to provide what I suggested; namely, that 
henceforth the appropriations requested be spelled out in detail just 
as they are for domestic programs. 

Ihave no particular pride of authorship in this language. 1 would 
like to see the purport and purpose of this amendment adopted, but if 


there are ways in which it could be improved, and I am sure it can, I 
would be very happy. 


(The amendment referred to is as follows :) 
[S. 1451, 86th Cong., 1st sess.] 
IN THE SENATE OF THE UNITED STATES 


AMENDMENT intended to be proposed by Mr. Gruening to the bill (S. 1451) to 
amend further the Mutual Security Act of 1954, as amended, and for other 
purposes, viz: On page 9, between lines 12 and 13, insert the following: 

“Sec. 402. In section 537(f), relating to presentation of authorization and 
appropriation requests, insert before the period: ‘Provided, That within ninety 
calendar days after the enactment of the Act making appropriations for the 
fiscal year 1960 for carrying out the purposes of this Act there shall be sub- 
mitted to the Committees on Appropriations of the House and Senate detailed 
budgets on a country by country basis setting forth, with respect to military 
assistance, defense support, technical cooperation and special assistance, the 
specific purposes in detail by amounts for which the funds available will be 
obligated during the fiscal year 1960, and such funds shall be obligated for the 
purposes thus specified and for no other purpose: Provided further, That during 
the annual presentations to the Congress of requests for authorizations and 
appropriations under this Act for the fiscal year 1961 and subsequent fiscal 
years, there shall be submitted detailed budgets on a country by country basis 
setting forth, with respect to military assistance, defense support, technical 
cooperation and special assistance, the specific purposes in detail by amounts 


for which the funds requested and to be available will be obligated during the 
fiscal year for which such presentation is made.’ ” 


The Cuatrman. Thank you very much, Senator Gruening. That 
is a very thought-provoking statement, and I appreciate your taking 


the trouble to come before the committee to give us the benefit of your 
thoughts on the matter of mutual security. 
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Senator GruENING. I appreciate the opportunity. 

The Cuarmman. I can assure you that your amendment w ill receive 
very careful consideration by the committee. 

Senator Gore, would you care to ask any questions ? 


SUBMISSION OF BIDS IN TAIWAN 


Senator Gore. I wish to call to the committee’s attention, and to the 
attention of Senator Gruening, this statement entitled, “ICA Small 
Business Memo.” I would like to read it: 

The Office of Small Business has been advised that the Government of Taiwan 
has instituted a new ruling requiring that all bids made to the Central Trust of 
China be made through a local Taiwan firm. The ruling will affect the rejec- 
tion of any bids submitted directly to the Central Trust of China. The ICA has 
protested this ruling and is taking all possible steps to have it withdrawn. 

In the meantime, however, U.S. firms have advised us that their bids submitted 
directly to CPC in the buyer’ $s name in many small business sectors are in fact 
being rejected. Full information on this subject will be published as soon as 
this situation is clarified. 

In the meantime, however, the Office of Small Business feels that U.S. suppliers 
should be notified of the present situation and be guided accordingly 

That was sent to me by a constituent who protested vigorously that 
while the United States is furnishing the funds with which these 
purchases are being made, the Gover nment of Taiwan has ordered that 
all purchases be made through a local firm in Taiwan. 

I think this is a matter that the committee should look into, and I 
would like to suggest that the staff of the committee make such an 
inquiry. 

The Crarrman. That certainly will be done. I will instruct the 
staff to make an inquiry. 

You did not ra this of Sen: ator Gruening ? 

Senator Gore. I did not mean particul: rly to ask him, but to take 
advantage of his appearance to bring it to the committee’s attention. 

The Cuatrman, I will ask the staff to make a direct inquiry and 
get a report on it at the earliest opportunity. 

Senator Gore, Thank you. 

(The following letter on this subject was subsequently received :) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington D.C., May 25, 1959. 
Hon. J. WILLIAM FULBRIGHT, 
Chairman, Committee on Foreign Relations, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: Referring to your interest in the requirement recently 
instituted by the Government of Taiwan requiring that all bids made to the Cen- 
tral Trust of China, including those financed or underwritten by the U.S. Govern- 
ment, be made through a local Taiwan firm, I am pleased to advise you that as a 
result of protests by the Office of Small Business of this agency the Central 
Trust of China has agreed to cancel this requirement effective immediately. 

With renewed assurances of my highest esteem, I remain, 

Sincerely yours, 


TUILFORD JAMESON, 
Deputy Director for Congressional Relations. 
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CLASSIFICATION OF MUTUAL SECURITY INFORMATION 


Senator Gore. Senator Gruening, I have read your statement with 
care. Like you, I have expressed concern in executive sessions of the 
committee over what appears to me to be an undue amount of classifica- 
tion of this information. 

The information you say you desire is available to this committee, 
but it is not available to the American people. I have wondered if a 

program of this magnitude would long endure without public support. 
Public support can come only through an intelligent understanding, 
and an understanding can be bas ed only upon information. 

As I understand your view, it is that this information should be 
made available to you asa U S. Sen: itor, and further that it should not 
be unnecessarily withheld from the American people. 

Senator GruEenina. Well, not exactly, Senator. I think that in 
reading the projected expenditures, they are sufficiently vague so that 
a vast amount of latitude is left to the administration of the program, 
and thereby the actual carrying out of the program is taken away from 
the actual control of the Congress, of the Senate, until after the event. 

Now, the thing that you mentioned this morning seems to me, with 
regard to Taiwan, illustrative of a tendency that I think the Senate 
committee might well look into, and that is that there seems to be an 
increasing tendency on the part of certain nations to tell us exactly 
what they want and how we must do it, and there is a corresponding 
tendency on the part of the executive department to do just that. 

After all, these are taxpayers’ dollars, and it seems to me when we 
are given an ultimatum, so to speak, which in effect this Taiwan thing 
is unless it is countermanded, we ought to examine very closely how 
desirable it is to continue with the program. 


ARE MALPRACTICES ALLOWED TO CONTINUE BECAUSE OF LAXITY IN EXAM- 
INING PROGRAM ACTIVITIES? 


I would be interested, for instance in the case of Bolivia, to find out 
whether as a result of this dissatisfaction and the very obvious non- 
success of the program to date, whether those administering it are 
going to continue just as it was; whether they are going to make any 
change; whether they are going to say, “We tried this for 5 years, we 
have spread $139 saithon, per haps we had better have a change of pace 
ora change of attitude.” 

I think there is a great tendency on the part of any human being to 
try to justify their past actions by continuing them. I noticed that 
in a different field during the war. I noticed in Alaska they would 
build projects, start projects that were obviously undesirable before 
they were completed, manifestly undesirable, no longer necessary, but 
were they suspended? Oh, no, because an une ompleted project would 
be a monument to error, we had to go along and complete these proj- 
ects, even though their usefulness had long since proved to be non- 
existent, and I think there is a natural tendency on the part of admin- 
istrators of any program to justify their action in the past by con- 
tinuing to do them in the future, whether successful or not. 

Senator Gore. Thank you, sir. 

Thank you, Mr. Chairman. 
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The Cuarrman. Mr. Lausche, do you have any questions ? 

Senator Lauscne. No questions. 

The Cuarrman. Thank you, sir. 

Senator Gruentnea. Thank you. 

The Carman. Ralph I. Straus has been instructed to make a study 
on private investment and the foreign aid program by the Department 
of State. 

Mr. Straus, do you wish to read your statement or would you prefer 
to put it in the recor d and summarize it at this time? 


STATEMENT OF RALPH I. STRAUS, CONSULTANT, DEPARTMENT OF 
STATE 


Mr. Srravus. Mr. Chairman, I have a statement here which I should 
like to place in the record. 

The Cuarrman. It shall be included in its entirety as prepared. 

Mr. Srravs. I shall omit certain paragraphs in the interest of time. 

The CHarrMan. You may summarize it, if you wish. 

Mr. Srravus. Mr. Chairman, my name is Ralph I. Straus. I reside 
in New York, and am appearing before the committee today as a 
private citizen. May I express my appreciation for this opportunity 
to outline some of the key considerations which went into the analysis 
and the recommendations of the report prepared at the request of the 
Department of State on the subject of expanding private investment 
for free world economic growth. I prepared this document with 
the help of a number of experts—private and Government—in my 
capacity as consultant to the Under Secretary of State for Economic 
Affairs. This assignment has been completed. It is my understand- 
ing that copies of this report have been made available to members 
of the committee. 


STUDY CARRIED OUT PURSUANT TO MSA OF 1958 


The request to prepare this study, you may recall, came from an 
amendment to the Mutual Security Act proposed by Senator Javits, 
which requested the executive branch of the Government— 
to conduct a study of the ways and means in which the role of the private sector 
of the national economy can be more effectively utilized * * * in carrying out 
the purposes of the (Mutual Security) Act. 

The terms of reference for this study—as set by the Congress— 
asked for “specific recommendations for such legislative and adminis- 
trative action as may be necessary * * *,” 

We soon found that since the end of World War IT, in the face of 
the changing world situation, many excellent reports and studies had 
been prepared on the subject by both the legislative and executive 
branches of Government, and by private organizations and individ- 
uals. It seemed essential first to review this mass of literature and 
proposals and to abstract from it pertinent data for possible action. 
In addition, we had access to 429 replies to a questionnaire sent to 955 
business concerns by the Department of Commerce as its part in carry- 
ing out the Javits amendment. We were able to consult with nu- 
merous individuals in industry, finance, and commerce who had experi- 
ence in this field and could evaluate the needs, potentials and obstacles 
within the area of our study. 
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PREMISES UPON WHICH STUDY WAS BASED 


In compiling the report and in formulating our recommendations 
we kept certain premises continuously in mind. May I highlight 
some of those here: 

There was full recognition that it is in our national economic, politi- 

cal and humanitarian interests to help the less developed countries in 
their efforts to achieve economic development, to meet the politically 
motivated Soviet economic offensive and to achieve expansion of the 
world’s economy generally by facilitating the international movement 
of capital and goods. 

We did not believe that a greater utilization of private foreign in- 
vestment can and will solve all of our foreign policy problems all 
by itself. Furthermore, it is vital to understand that private Ameri- 
can capital investment cannot solve all the problems of economic 
growth of the less developed countries nor can it substitute for an 
adequate mutual security program. 


HOW U.S. PRIVATE CAPITAL CAN STIMULATE FOREIGN ECONOMIES 


Concurrently with steps to encourage U.S. foreign private invest- 
ment there must be in the less developed countries a healthy growth of 
local private initiative, operating within sound government institu- 
tions and policies. The catalytic functions of private capital can 
then be fully realized. 

We recognized that it is crucial to generate more than heretofore 
the resourcefulness, organizational talent, and technical skill without 
which capital cannot achieve economic expansion. Private U.S. busi- 
ness operating abroad can have a dynamic effect on the economies of 
other countries which government-to-government activities alone can- 
not foster. In supplying capital and competent management, pro- 
viding new production facilities, and creating employ ment, private 
foreign investment—among many other things—helps to expand tax 
bases and increase tax revenues for the governments of the developing 
countries, and enables these countries to earn and save more foreign 
exchange. It often has the effect of broadening local capital markets 
and inducing local capital to embark on investments of its own. It 
encourages modern marketing techniques and low-margin, high- 
volume production, enabling a larger number of people to enjoy more 
goods at lower prices. 

The program we are suggesting is aimed at breaking through some 
of the barriers that thus far have kept private inv estment out of cer- 
tain areas, or out of many lines of development, at the same time 
seeking to create the conditions in which American and foreign capital 

can together and cooperatively—with each other and with the govern- 
ments involved—accelerate economic development. 





USE OF GOVERNMENT AUTHORITY AND FUNDS TO ENCOURAGE PRIVATE 
INVESTMENT ABROAD 


Fundamentally, our report proposes the use of Government au- 
thority and public funds to induce more private economic activity 
abroad. Because we should spend only what is necessary to achieve 
our objectives, certain of these proposals are limited to the less de- 
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veloped areas of the free world. These Government activities are 
not intended to be permanent; rather, they are intended to act as 
catalytic agents. Once private enterprise has achieved a_break- 
through, Government should move into the background more and 
more. 

An effective program to stimulate private investment abroad should 
take into account not only the large companies and those interested 
in extractive industries, but also the potential of the small- and 
medium-sized American enterprises. 


HOW FOREIGN ECONOMIC DEVELOPMENT WILL COINCIDE WITH U.S. 
INTERESTS 


We have been aware of the argument that the stimulation of 
private investment, if successful in assisting industrial development 
abroad, will adversely affect our own exports and provide increased 
import competition. History has demonstrated, however, that the 
highest levels of trade take place between developed countries to their 
mutual advantage. Moreover, the surge toward economic progress 
in the developing countries is too strong to be denied, and their last- 
ing commercial and economic ties will be with those countries which 
respond to their present needs. It is in our best interest to identify 
the United States with the achievement of these aspirations by the 
broadest American association—governmental and private—with the 
development effort of the newly developing nations. 

We attempted at all times to weigh the recommendations and their 
objectives against the requirements ; of the broadest possible national 
interest. It was our conviction that any special benefit offered by the 
U.S. Government designed to stimulate private investment abroad 
must be justified by its contribution to the foreign policy objectives of 
the United States. 


MINIMUM GOVERNMENT INTERFERENCE WITH PRIVATE DECISIONS 


Our approach reflected a policy and administrative preference for 
those measures which will release and stimulate as much private 
activity as possible, with a minimum of Government interference in 
the free play of private decisions. We feel that business will do more, 
and do a better job, to the extent that it does not have to seek Gov- 
ernment approval or negotiate for Government assistance. 

Finally, some of the principal recommendations envisage pilot pro- 
grams. Only out of case-by-case experience can meaningful stand- 
ards and procedures be expected to evolve. 


RECOMMENDATIONS AND IMPLEMENTATION RESULTING FROM STUDY 


This now leads me to some of our principal proposals for action. 
I should like to state that certain recommendations in the report which 
fall specifically within the scope of other committees, such as the taxa- 
tion measures and the antitrust provisions, are omitted from my dis- 
cussion here today. I should, however, be delighted to explain the 
basis for these recommendations if the members of the committee so 
desire. 
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The end result of our efforts is contained in 36 recommendations, 
of which a few have a bearing on legislation before this committee 
On May 4 Secretary Dillon, in his testimony before this committee, 
stated that the Department of State had already instituted action for 
the study and implementation of our recommendations. 

He noted, for example, that the National Advisory Council had 
followed up our recommendation on partial Government guarantees 
of loan repayment by asking the Export-Import Bank to institute 
a new program to carry out these recommendations. In addition, 
the Treasury Department has taken account of our tax recommenda- 
tions in their report submitted May 6 to the House Ways and Means 
Committee on H.R. 5, known as the Boggs bill. 


HOW MAXIMUM PRIVATE ACTIVITY ABROAD CAN BE EFFECTED 


Our investigations revealed some significant basic points which shed 
light on how maximum private participation in enterprises overseas 
can be realized. Needed are: 

(1) Greater use by the Government of intermediate financial insti- 
tutions, both here and abroad, such as commercial banks, develop- 
ment banks, investment companies, and insurance companies. Our 
report conceives the role of these institutions as retailers of credit, 
because of their intimate knowledge of individual investment situa- 
tions, with the Government providing appropriate financial support to 
make this possible. 

(2) Greater use by the Government of partial guarantees against 
nonrepayment of private loans for any reason. 

(3) Imaginative use of techniques of joint financial participation 
in private enterprises, including such devices as nonvoting equities, 
dollar loans repayable in local currencies, and loans in local currencies. 

(4) Wider use of Government contracts with private concerns for 
tation and operation of specific investment opportunities and 
projects. 

(5) Greater attention in our aid program to measures encouraging 
private enterprise within the developing countries. In this connec- 
tion 1 have been informed that the mutual security bill now before 
this committee makes special provision for a fund of $5 million for 
this purpose. 


RECOMMENDATIONS AFFECTING MUTUAL SECURITY LEGISLATION 


I would like now to briefly discuss those recommendations which 
have a bearing on the mutual security legislation before the committee, 
as well as the policy implications of some of our administrative recom- 

mendations. I should like to emphasize, however, that although our 
36 recommendations can be individually applied or enacted, together 
they form a package. Together they supplement and complement 
each other in the import: int task of hi arnessing private enterprise 
to our foreign policy objectives. 


INVESTMENT GUARANTEE PROGRAM 


First, the investment guarantee program presently in operation 
under the author ity contained in section 413(b) of the Mutual Secu- 
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rity Act authorizes guarantees of American overseas investment 
against losses due to expropriation, nonconvertibility of earnings and 
return of capital, and war damage. <A guarantee against loss result- 
ing from revolution, insurrection, or civil strife appears to be a logical 
and feasible extension of the present war damage guarantee. There- 
fore, the investment guarantee provision of the Mutual Security Act 
should be amended to include cov erage of losses arising from revolu- 
tion, insurrection, or civil strife associated with war, revolution or 
insurrection. Furthermore, it must be noted that, based on the current 

‘ate of guarantee applications to ICA, the present ceiling on outstand- 
ing guarantees, $500 million, will soon be exhausted. ¢ Yonsequently, 
we came to the conclusion that the Mutual Security Act should be 
amended to increase the issuing authority for investment guarantees 
to $1 billion, with such additional borrowi ing authority as may be 
considered necessary at a later date. Thus, our report supports the 
position of the administration on these two points. 


NONVOTING EQUITY SECURITIES 


Second, it would be advantageous for the U.S. Government to have 
the power to acquire equity securities of private firms in the course 
of financing certain special projects requiring an unusually high per- 
centage of ‘Government funds. The voting Tights of such securities 
would be suspended during the time they are held by the Government. 

This w i make the securities held by the Government more mar- 
ketable so that the Government could more easily sell participation 
in its financing to private investors, thereby revolving its funds more 

rapidly. 

Equity securities would not add fixed obligations to the foreign 
exchange burden of countries facing balance of payments diffic ulties. 

The ability to acquire equity securities may en: able the Government 
to reduce its initial portion of the total financing. 

For these reasons, existing legislation should be amended to author- 
ize U.S. Government financial assistance to be extended in the form 
of nonvoting equity participation in private business operating over- 
seas. Mr. Dillon, in his testimony on May 4, stated that the executive 
branch is considering this recommendation. 


LOCAL CURRENCIES 


Third, the availability of local currency financing is frequently at 
least as important to potential investors as dollar capital. The sub- 
stantial amount of local currencies already available to the U.S. 
Government will continue to be augmented in large amounts from 
several sources, including sales of surplus agricultural commodities 
under Public Law 480 and repayments of past and future loans under 
Public Law 480 and the Mutual Security Act. 

Present legislation makes no provision for the use of the repayment 
(also in local currenc ies) of Public Law 480 loans, including those 
extended under the Cooley amendment. We recommended that any 
legislation which may be enacted to clarify the lending of local cur- 
rency repayments should take into account the desirability of (a) 
making available maximum amounts of these funds to encourage 
private enterprise, and (6) procedural arrangements which would 
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make it possible for such local currencies as may be available for 
lending to private business to be supervised by a single U.S. Govern- 

ment agency in each country. Under present practice the Export- 

Import “Bank controls C ooley amendment funds and the Development 

Loan Fund controls the reflows of its loans. This results in two 

separate sources of local currency funds available for lending to pri- 
vate business in a single country. 

Meanwhile, steps should be taken to clarify the legislative history 
of Public Law 480 so that local currencies accruing from sales of 
surplus commodities become available— 

(a) for lending by the Development Loan Fund in connection 
with its dollar loans to private borrowers—either United States 
or local; and 

(6) for grants to nonprofit organizations in the less developed 
countries which extend technical assistance and other services 

for the encouragement of local private enterprise. 


ACCOMPANYING ADMINISTRATIVE ACTIONS NECESSARY 


There are certain elements of our recommendations which require 
administrative action on which I should like to elaborate here because 
they involve some new departures or new emphasis in the field of 
Government assistance to private enterprise in the foreign economic 
field. 

We are recommending greater use of partial Government guar- 
antees of loans by commercial banks and other financial institutions 
to private business projects abroad, primarily in the less developed 
countries of Asia, Africa, and Latin America. This will acc omplish 
three important objectives: 

(1) It will preserve the banker-client relationship which does not 
exist in a direct Government to borrower transaction. 

(2) It will require the judgment of a private financial institution 
on the feasibility of a project and on the possibilities of gain or loss 

on the portion of loan not covered by the Government guarantee. 

(3) No Government cash expenditure is required for the transac- 
tion, except in the case of default. 


GOVERNMENT GUARANTEES ON PRIVATE LOANS ONLY PARTIAL 


There is no intention, of course, for the Government to guarantee 
a profit to any private investor. The Government guarantee would 
cover only a portion of the loan, and the private lender would be ex- 
pected to bear a significant part of the risk. Moreover, the Govern- 
ment would not be expected to guarantee a return on the equity inter- 
est in the enterprise receiving the loan. 

As previously noted, the NAC has requested the Export-Import 
Bank to initiate this pr oposal. 


FRACTIONAL RESERVES ON GOVERNMENT-GUARANTEED LOANS 


We are also recommending that the Government lending agencies, 
that is, the Development Loan Fund and the ‘xport-Import Bank, 
be required to maintain only fractional reserves against Gov ernment 
guarantees of private loans. Such authority would stretch the re- 
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sources of Government financing agencies. Our reasoning behind this 
recommendation was that it should not be necessary to back the Gov- 
ernment’s contingent liability under such guarantees by fully appro- 
priated funds for the Development Loan Fund or the full 100 percent 
of its drawing power on the Treasury in the case of the Export-Import 
Bank. No cash payment by the Government is involved in a guarantee 
of a private loan unless and until default occurs; and it is highly un- 
likely that defaults would occur on all or even a substantial portion 
of such loans. 

We were informed that the DLF has the power to maintain frac- 
tional reserves, but that it has assured certain legislative committees 
of the Congress that this authority would not be used without further 
consultation. I believe the Export-Import Bank does not have such 
authority, although its use of fractional reserve is currently academic 
because that institution has still large amounts of authorized but un- 
used capital at its disposition. 


MANAGEMENT CONTRACTS TO CENTRALIZE RESPONSIBILITY FOR A 
PROJECT IN A SINGLE COMPANY 


We are recommending that when the Government finds it necessary 
to undertake certain high priority projects for which private capital 
is not readily forthcoming, use should be made of management con- 
tracts which centralize managerial responsibility for an entire project 
in a single company, including its survey, construction, training of 
foreign ‘personnel, and ultimate operation. Furthermore, such con- 
tracts, wherever possible, should build into the financing arrangements 
the maximum possibilities for later private participation. 


COORDINATION OF PRIVATE ACTIVITY WITH DEPARTMENT OF STATE 


There is one other recommendation of ours that deserves particular 
mention here: There is a need within the U.S. Government to assure 
that adequate attention be devoted on a continuing basis to expanding 
“the role of private enterprise in advancing the foreign policy objec- 
tives of the United States.” The various ope rating agencies now 

carry on a number of highly useful and effective activities, but what 
is lacking is continuity and coordination. It was with this particular 
need in mind that our report suggested that a senior official at an 
appropriately high level within the Department of State, supported 
by the necessary staff, be assigned responsibility for assuring the full- 
est possible use of private enterprise in foreign economic development. 
It is in the State Department that foreign economic policies and activi- 
ties are integrated with the foreign political objectives of the United 
States. 

It is not intended that this official supplant the functions of the 
operating agencies in any manner. In fact, it is assumed that each 
agency would reinforce its own or ganization, where necessary, to carry 
out the recommendations of the report if they should be adopted. 

Mr. Chairman, I have given the committee some of the highlights 
of our report and the thinking that lay behind it. I appreciate your 
kind attention and will try to deal with any questions you may have. 

The Cramman. Thank you very much, Mr. Straus. That is an 
extremely thoughtful and thorough report. 
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As a matter of fact, your full report has been made available and 
every member has received a copy. I have had a chance to look 
through it, and I think that you and your associates did a very fine 
piece of work in the preparation of that report. 

Any questions, Senator Gore ? 


TAXATION ON ALL SOURCES OF PRIVATE INCOME 


Senator Gore. I have read and listened to your statement with 
interest, Mr. Straus. I must say that I hold great reservations as to 
the advisability of the recommendations made in your re port. 

Ever since we have had an income tax in this country, it has been 
basic that citizens are subject to tax liability on their income from 
whatever sources, whether domestic or foreign. 

You are essentially recommending that there be complete tax ex- 
emption for income earned on foreign investments. 

Mr. Straus. No, Senator Gore. Our recommendation is that there 
should be tax deferral, and at no point did we recommend tax exemp- 
tion. I agree with you completely that all taxpayers should be liable 
for taxation, regardless of the source of their income. 

Senator Gore. Well, tax deferral would in a great many instances 
operate as a tax exemption. The capital might never be brought back 
to the United States. It might be taken to Monaco, to Bermuda, to 
Panama. I have the greatest reservation about that recommendation. 

I likewise have reservations regarding your recommendation of gov- 
ernmental guarantees, particular ‘ly when coupled with tax deferral or 
tax exemption. If the United States is to continue to extend economic 
aid, then the Government itself should keep essential direction of the 
amount of the aid and the nature of the aid. 

To undertake to substitute tax benefits and Government guarantees 
for the Government’s ability to exercise discretion raises the most 
serious policy questions. 

I think you have contributed a service in making the study. Your 
recommendations are provocative, and I am sure they will receive 
careful consideration. But I wanted you to know that there was at 
least one Member of the Senate who has supported the foreign aid 
program and has been a vigorous advocate of international trade, yet 
who has the most serious reservations about the advisability of the 
recommendations which you have made. 

Mr. Srraus. Senator Gore, may I reply to some of those questions. 


TAX HAVEN CORPORATIONS PRESENTLY IN EXISTENCE 


At the present time there are tax haven corporations which are per- 
mitted by the law as a matter of fact—I understand there is nothing 
that can be done about it under present law—whereby a subsidiary 
corporation can be set up in Panama and other countries, and the earn- 
ings of that subsidiary corporation never have to be reported, nor is 
any income tax paid on those earnings until they are repatriated to the 
United States. 

Senator Gore. Unfortunately, that is true. I do not agree with you, 
however, that mt can be done about the situation you described. 
I think something can, should, and I hope will be done. 
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Mr. Srravus. We suggested this FBC, Foreign Business Corpora- 
tion, as a mean of providing the same benefits to a domestic corpo- 
ration that are now available to subsidiaries incorporated abroad, 
commonly known as tax haven corporations. Some time in the future, 
Congress might wish to consider adoption of laws withdrawing tax 
benefits now available to tax haven corporations and forcing them 
into the domestic Foreign Business Corporation pattern. This sug- 
gestion was not incorporated in the report because it was thought 
inadvisable to discour: age investment by the threat of withdrawing 
tax advantages before a policy had been adopted and action taken 
to pass a tax law encou raging foreign private investment. 

Senator Gore. Thank you, sir. 


GOVERNMENT CONTROL AND GUARANTEE OF LOANS 


Mr. Srravs. I would also like to say that, under our loan repay- 
ment guarantee recommendations, the Government would not guar- 
antee profits at any point, nor would the Government give up the 
exercise of its discretion when it makes loans. Each loan would have 
to be passed on, obviously, by the Government lending agencies—the 
Development Loan Fund and the Export-Import Bank—and if loans 
did not conform to Government policy in furthering Government 
purposes, I am sure they would not be made. 

Senator Gore. That is all. 

The Cuairman. Senator Capehart. 

Senator CareHart. No questions. 

The CHatrman. Senator Lausche, any questions? 


PREPARATION OF REPORT 


Senator Lauscue. Yes. You are a business consultant; is that cor- 
rect, Mr. Straus ? 

Mr. Srravs. No, mS Iam not. I am a businessman in New Yerk. 

Senator Lauscue. I see. You are identified on your paper as a 
consultant of the State Department. 

Mr. Srravs. I was ain to come down by Mr. Dillon to act as a 
consultant to the State Department for the purpose of preparing 
this report. 

Senator Lauscue. What is your business in New York? 

Mr. Srravs. I am currently in the investment business, and have 
previously been in the business of retailing. 

Senator LauscHe. Now then, you say there were how many per- 
sons associated with you in the preparation of this study? 

Mr. Straus. I asked a great many people, both inside the Gov- 
ernment and outside the Government, their opinions on different 
parts of the report. All told, I suppose there may have been 40 or 
50 people who gave their opinions or participated in it in one way 
or the other. 

Senator Lauscnue. Did you meet as a body to discuss this matter? 

Mr. Srravus. We had four or five large meetings with the Govern- 
ment to discuss the main points of our study; on taxation, on Govern- 
ment financing, Government guarantees and on antitrust. 
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Senator Lauscure. You say “we” had the meetings. Who were 
“we? 

Mr. Srravs. I was in charge of the organization of this report, 
and I organize «1 the meetings. 

Senator Lauscue. Where was the organization situated, in Wash- 
ington or in New York? 

Mr. Straus. In Washington, in the Old State Department Building. 

Senator Lauscur. And did you come to W ashington to work here 
on this itel m, or- 

Mr. Straus. I lived here for 6 months. 

Senator Lauscue. Six months. And you consulted with various 
representatives of different branches of the economy and came forth 
with these recommendations 4 

Mr. Srraus. Yes, sir. 


INDUCEMENTS FOR PRIVATE INVESTMENT IN UNDERDEVELOPED 
COUNTRIES 


Senator Lauscur. Now then, in substance, you feel that private 
investors of the United States ought to be induced to enter undeveloped 
countries and there establish businesses and manufacturing projects; 
is that correct ? 

Mr. Srraus. Yes, sir. 

Senator Lauscue. And to induce the private investor of the United 
States to go into underdeveloped countries, you recommend that what- 
ever capital investments are made shall be guaranteed up to a limited 
percentage by the Government. 

Mr. Stravs. That would vary in each case and it would not apply 
to the equity securities in the venture. It would only apply to loan 
money. 

Senator Lauscue. Where would the loan money be obtained ? 

Mr. Srraus. I have seen a number of these projects as they have 
been proposed, and frequently they are package proposals in which 
there may be some private loan money, some Government loan money, 
and some private equity money. 

Senator Lauscuer. To the extent that the private money went in, 
there would be no guarantee ? 

Mr. Straus. That is correct. Under our loan repayment guarantee 
recommendations, there would be no guarantee of private equity 

apital, 

Senator Lauscue. But to the extent that money was borrowed to 
set up the enterprise, the Government would make a percentage 
guarantee. 

Mr. Srravs. Only to the degree that it was determined the Gov- 
ernment should do so in each individual case taken on its merits. 

Senator Lauscue. In whom do you put the discretionary power of 
determining what the percentage of guarantee may be? 

Mr. Srravs. That is at present lodged with the officers and direc- 


tors of the Export-Import Bank and of the Development Loan Fund. 
Senator Lauscne. I see. 
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PERCENTAGE OF, AND GUARANTEES ON, PRIVATE EQUITY CAPITAL 


Now then, do you recommend to what extent the private equity 
should comprise the capital structure which is set up ? 

Mr. Straus. No, I do not believe— 

Senator Lauscue. Would it be possible to set up a particular private 
enterprise in an underdeveloped country completely with borrowed 
money ¢ 

Mr. Srravs. I would doubt very much if that would be done, except 
in cases In which the Government thought that it was in our political 
interests to see that a firm were established. 

Senator Lauscue. Then you do not definitely say that private in- 

‘stors should put up | . certain percentage of the investment capital? 

oo Srraus. No, sir; I do not. 

Senator Lauscne. But you do admit that it would be possible for 
the private investor to put up no money, and to borrow it all because 
the Government would guarantee payment of a percentage of the 
borrowing ? 

Mr. Srravs. I would like to rephrase that, if I may, Senator. 

In a case such as that, [ would imagine that the Government would 
make a contract with an oper rating company to ac complish its purpose 
on some kind of a cost-plus basis. I cannot imagine a situation in 
which the Government would guarantee a profit to a firm in which the 
Government took all the risk. 

Senator Lauscne. I am not speaking of a profit. I am speaking of 
guaranteeing the borrowing, the loan. 

Mr. Srraus. What I meant was that in a ease like that, if you had 
all of its capital borrowed, and the balance of the capital did not have 
to be paid for, in effect you would be giving the private company a 
silver platter in which all of the risks were t: aken by the Government, 
and the private industry would get all of the rewards. 

Senator Lauscur. That is the very point I am trying to make. 

Mr. Srraus. I cannot conceive of that happening. 

Senator Lauscur. To what extent does the private investor take 
any hazard under this recommendation ? 

Mr. Srravs. I cannot conceive any administrator, sir, ever under- 
taking that type of a loan. All such loans, I understand, are under 
public serutiny. 

Senator Lauscue. If that is your judgment, would you also recom- 
mend as advisable that, before a loan should be made, there should 
be some private equity definitely tied into the building of the capital 
structure ¢ 

Mr. Srravs. Absolutely. 


TAX DEFERRAL, REPAYMENT OF LOANS IN LOCAL CURRENCIES, AND LOAN 
GUARANTEES 


Senator Lauscur. Now then, the No. 1 inducement is guaranteed 
loans, is that correct? No. 2, you recommend that we give tax privi- 
leges by way of deferment of payment. 

‘Mr. Srravs. That privilege is presently available to companies 
around the world. 

Senator Lauscue. It is available to those who establish subsidi- 
aries, as Senator Gore pointed out. 
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Mr. Srraus. Yes, sir. 

Senator Lauscur. But eventually they have to pay when they re- 
turn their profits to the parent company in the United States. 

Mr. Srravus. Yes, sir. 

Senator Lauscuer. No. 3, you recommend that the Federal Govern- 
ment make available for loans the local currencies which it has in these 
foreign nations. Will you point out to me what, if any, part of 
the c: apital the private investor would put up, except that which the 
Government guaranteed by way of the loan and that which the Gov- 
ernment loaned to him by way of local currency ? 

Mr. Srravs. At the present time, I am informed that there is a rule 
of thumb by the lending agencies of the Government that in a mix of 
capital, private investment must be at least 50 percent. 

Senator Lauscue. Well, you would, then, lean in that direction ? 

Mr. Srravs. I would, as I indicated in my report, certainly lean in 
that direction. 

But I would also like to not tie the Government’s hands so that, 
from 50 percent, they had to go to a cost-plus contract. I believe 
there should be some flexibility, depending upon the exigencies of 
the situation. 

Senator Lauscur. What percentage of the loan do you recommend 
that the Government undertake to cruarantee, or do you suggest that 
the percentage be flexible to meet different circumstances? 

Mr. Srraus. It must be less than a hundred percent so as not to 
interfere or to become equated with a Government bond, which is 
in effect a hundred percent guarantee of repayment. 

Senator Lauscue. Well, has not a figure of 85 or 90 percent been 
mentioned? Did you mention any figure in your report? 

Mr. Straus. No, sir; I did not. 


WILL INVESTMENT ABROAD SLOW DOWN U.S. DOMESTIC INVESTMENT ? 


Senator Lauscue. The question has been raised that if the Govern- 
ment is going to guarantee loans of money to be used in underdevel- 
oped countries, we will be encouraging money to move to those coun- 
tries and depriving us of its presence here in the United States for 

various reasons. 

Have you given any thought to that proposition ? 

Mr. Srravs. Yes, we gave consideration to that point. Asa matter 
of fact, that was one of the paragraphs which I did not read and, with 
your permission, it is a short paragraph, and I will read it. 

Senator Lauscne. I think you might just touch on it, if you will, 
please. 

Mr. Srravus. We have been aware of the argument that the stimula- 
tion of private investment, if successful, in assistng industrial devel- 
opment abroad will adversely affect our own exports and provide in- 
creased import competition. History has demonstrated, however, that 
the highest levels of trade take place between developed countries, to 
their mutual advantage. Moreover, the surge toward economic 
progress in the developing countries is too strong to be denied, and 
lasting economic and commercial ties will be with those countries 
which “respond with their present needs. It is in our best interests to 
identify the United States with the achievement of these aspirations 
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by the broadest American association, governmental and _ private, 
with the development effort of the newly developing nations. 

Senator Lauscue. Good enough. Just one question more, and then 
ITamthrough. Ido not see reference to it in your statement, so, there- 
fore, l ask your explanation. 


LOCAL CURRENCY USED FOR LOANS 


I am interested in the making of loans out of local currency. Please 
explain what you have in mind in regard to local currency loans. 

Mr. Straus. When a business is set up overseas, it incurs a number of 
expenses. If it is an American company, there may be some dollar 
expenses, for instance, in the procurement of machinery in this coun- 
try. However, the labor, the cost of the acquisition of the site, the 
payment of local labor, and various other local payments, can be made 
with local currency to local contractors. For that purpose we would 
be making sound use of local currencies, both in terms of the benefits 
to the countries concerned and in terms of encouraging private 
investors. 

Senator Lauscue. Was there any thought given to the proposition 

that by pushing that local currency into ‘the market t, you may create 
an unstable fiscal situation ? 

Mr. Srraus. Yes. May I say that the Cooley amendment to Public 
Law 480 at the present time specifies that some of these funds shall 
be made available for that specific purpose, and that has been done. 

Weare recommending an extension of this plan. 

Senator Lauscur. Am I correct, then, in this impression: That the 
borrowing of local currency would be concomitant with the right to 
borrow from insurance companies, banks and other lending agencies 
on terms in which the Government guarantees the loan ? 

Mr. Srravs. It might or it might not. In some cases they might 
only borrow local currencies; in other cases there might be a combi- 
nation. 

Senator Lauscne. Then guaranteeing the loans, deferring tax on 
income earned abroad and lending of local currencies, are all induce- 
ments to go into an underdeveloped area ? 

Mr. Srravs. Yes. 

Senator Lauscue. Are there any other inducements that you rec- 
ommend ? 

Mr. Srraus. Those are the main recommendations of the report. 
However, as I mentioned in my prepared statement, the recommenda- 
tions in the report together form a package. Together they supple- 
ment and complement each other in the imports int task of harnessing 
private enterprise to our foreign-policy objectives. 

Senator Lauscur. Those are the main ones. That is all I have to 
ask, 

Senator Gorr. Will the Senator yield ? 

The Cuatrman. Any further questions ? 


DEFERRAL OF TAXATION 


Senator Gore. I want to put one further question to the witness, 
Mr, Chairman. 
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My question concerns tax deferral. If it is assumed that the tax 
liability will eventually be paid, tax deferral actually operates as 
interest-free loans to the concerns involved; is that not true? 

Mr. Srravus. During the period of the deferral; I would accept that ; 
yes. 

Senator Gore. So that tax deferral offers a double inducement for 
investors: (1) an interest-free loan and (2) the possibility that de- 
ferral will ultimately be exemption. 


BASIC NEEDS OF UNDERDEVELOPED AREAS 


I raise one further question as to this program which you recom- 
mend, and in doing so I wish in no way to depreciate the industry and 
the patriotic dedication which you have contributed to the study of 
these problems. But you have raised some fundamental questions 
which I am sure you will agree are properly subject to examination. 

My further question is how this kind of program would meet the 
essential and basic needs of the underdeveloped areas. It seems to me 
what they most direly need is health, education, sanitation. How is 
private industry to function in these fields? 

Now, we might go into a country and build an assembly plant, 
cotton mill, or any one of 10,000 things, but how are such projects to 
meet the basic needs of Pakistan or of Ethiopia, where only 2 percent of 
the people are literate ? 

Mr. Srravs. I agree completely with your statement, Senator. 

I stated here, however, that American capital investment cannot 
solve all the problems of economic growth of the less developed coun- 
tries, nor can it substitute for an adequate mutual security program. 

Senator Gore. Then where would your recommendation apply? In 
Europe, perhaps ¢ 

Mr. Srravs. I believe that our recommendation would fit in those 
countries where you start to get a breakthrough, where—to use a Gov- 
ernment term—you have got some of the basic infrastructure and there 
is an opportunity for private enterprise to get started. 


PRIVATE INVESTMENT ESTABLISHES MIDDLE CLASS AS BASE FOR LOCAL 
ECONOMIC DEVELOPMENT 


Private investment also helps to establish the development of a 
middle class that will understand private enterprise. Our recom- 
mendations aim at alleviating the shortage of capital and know-how 
which exists in these countries. 

Furthermore, I wish to emphasize that the economic development 
so sought after by countries is not achievable alone by Government 
programs in health, education, sanitation, and similar activities. 

As governments succeed in meeting initial needs for public works 
and other facilities, they will be faced with a steady growth in the 
number and complexity of needed economic activities which are less 
susceptible to central planning. The hundreds of varied enterprises 
upon which economic growth depends, and the thousands of decisions 
that go into establishing and operating them, call for a vigorous and 
growing private business community. 

It is significant that the impediments which tend to inhibit private 
Initiative are frequently the same as those inhibiting economic devel- 
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opment. It is for this reason that any serious program to accelerate 
economic development must include serious efforts to encourage pri- 
vate investment—local and foreign. It would be folly to delay such 
efforts until improvements in health, education, sanitation, and other 
public facilities are achieved. ‘These facilities cost governments 
money. In supplying capital, providing new production facilities, 
and creating employment, private investment expands tax bases and 
increases tax revenues for governments of the developing countries, 
to enable them to be in a better position to pay for the very facilities 
they need. 

Senator Gore. I am in favor of the profit motive in our domestic 
economy. However, I am not sure that the foreign policy objectives of 
the U.S. Government can safely depend upon the profit motive in inter- 
national relations, although it can play a part. 

Mr. Straus. That is all that we suggest, sir. 

Senator Gore. But it must be a subordinate part. 

Mr. Srravs. That is right. 

Senator Gore. And it must remain under the direction and discre- 
tion of the Government itself. 

Mr. Straus. I agree completely. 

Senator Gore. Thank you. 

The Cuarrman. Thank you very much. 


COMBINING LENDING AGENCIES INTO ONE ORGANIZATION 


Senator Capeuart. Just one question. 

I am not thinking in terms of credit insurance, Mr. Straus, or 
guarantees. I am thinking in terms of loans of all kinds. 

Do you think perhaps the time has arrived when we ought to put our 
international lending agency, if we need one, into one corporation or 
one body, give it X amount of capital, and permit it to operate as a 
business—loaning the capital, and then getting repayments and re- 
loaning it ? 

Mr. Srravs. Mr. Senator, Senator Capehart, I think that is an 
iffy question. I have heard it discussed by many people on both 
sides of the question. 

May I give you my personal viewpoint ? 

Senator Capenart. That is why I asked you the question. 

Mr. Srravs. I believe there are two types of lending activities 
in which the Government is involved. One of them is the straight 
financing of U.S. exports by the Export-Import Bank, which was its 
principal function, as I understand it, up until the war. iy 

Since that time, there has been a good deal of lending for political 
purposes, both by the Export-Import Bank, I am informed, and also by 
the Development Loan Fund. 

I personally have thought that if the normal banking functions of 
the Export-Import Bank could be separated out and continued as a 
normal banking operation, and if the balance of the hard currency 
capital of the Export-Import Bank, together with the soft loan capital 
of the Development Loan Fund, were put under one administrator to 
be applied for furthering the foreign policy objectives of the Govern- 
ment, we would be ahead of the game. 

That is a personal conviction, sir. 
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Senator Caprnart. What disturbs me considerably, and I am sure 
it does you, is that we have appropriated—let us put it that way— 
for loans, grants, and so forth, since the end of World War II some- 
where from $60 billion to $90 billion. 





OPERATING LENDING INSTITUTION AS A PROFITMAKING BUSINESS 


I do not know exactly the amount, and for purposes of my question 
I do not think it makes any difference. But what runs through my 
mind as a businessman is how much better it would be if that amount— 
$60 or $50 or $40 billion—had been vested in one corporation. And 
how much better it would operate if the capital was there as the capital 
is in the Chase Manhattan Bank, or any other corporation, and we 
were loaning and reloaning it, and the bank was operating as a profit- 
able institution rather than being broken up into different agencies 
and in many instances the capital dissipated. 

In other words, my idea of capital is something that you take and 
use and make money on. You invest and reinvest it. You loan 
it and the loans are paid back and you get interest on them. You 
operate as a business. 

I am afraid we have not been doing that, and I am wondering 
if it is too late to do that from this time on ? 

Mr. Srravs. Senator Capehart, I believe one must make a distinc- 
tion between those funds which have been used for grants overseas 
for specific purposes, in which a loan would really not be a loan at all— 
it would be a grant ultimately. 

I believe that those funds have been appropriated by the Congress 
and spent by the Government for political purposes, and I believe 
they have been pretty well spent. 

You have the other type of situation in which hard loans are made 
to governments as well as to private industry of various kinds. 

I would certainly agree with you that type of capital lending could 
be put on a businesslike basis, as you say, maybe like the RFC was 
at one time, or the Export-Import Bank 1s currently. 

Senator Carenarr. You could loan money to a governmental unit; 
you could loan money to private enterprise; you could loan money to 
anybody and everybody if you wanted to, and still operate your lend- 
ing as a business. 

When you make a so-called political loan, meaning you loan it to a 
specific government for a specific purpose, it could still be a loan and 
they could still repay it. 

I remember the RFC loaned money to railroads, banks, and all sorts 
of institutions. But those loans were repaid, and the RFC was oper- 
ated as a business. 

Now it seems to me we are going out with no centralized point at 
which to direct our capital. We are dissipating our money, whereas 
we ought to be keeping our capital and making it work for us over and 
over again. I have always thought that businesslike lending could be 
achieved, and I still think it can be. And I think the sooner we aim 
at that, perhaps the better off we are going to be. 
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PROBLEM OF REPAYMENT IN FOREIGN COUNTRIES 


Mr. Srraus. May I make one point, Senator. There is one differ- 
ence between lending dollars in this country and lending funds over- 
seas, because of the added difficulty of balance of payments. 

Senator Carenart. That is right. 

Mr. Srravus. And in some cases the foreign government cannot repay 
in dollars. 

Senator Carenart. I know the problems, and there are many, but 
I am thinking in terms of the principle of making our capital work for 
us instead of dissipating it. 

Mr. Srraus. Lagree with you, sir. 

Senator Carenart. And that, I think, we have failed to do over 
the years. I know the difficulties, but I think it can be done, and I 
think we ought to do it; the quicker we do it, the better, if we are 
going to participate in this sort of lending abroad. 

I think the day will come when we will have to lend on a sound 
basis and stop dissipating our capital. Therefore, I think we ought 
to do it now. 

The Cuarrman. Is that all the questions ? 

The senior Senator from New York, who had hoped to be here in 
time to introduce the witness, and who is largely responsible for the 
report which was prepared under the direction of Mr. Straus, is 
herenow. I would like to have him say a word. 


STATEMENT OF HON. JACOB K. JAVITS, U.S. SENATOR FROM THE 
STATE OF NEW YORK 


Senator Javirs. Thank you, Mr. Chairman. 

I shall not intrude upon the committee, of course, except to say that 
Mr. Straus is the former secretary of R. H. Macy & Co., and a former 
executive in ECA in Europe during the European recovery program 
activities, and I think he has rendered an outstandingly fine and 
patriotic service in doing this job. 

I also wish to emphasize that this report was prepared by Mr, 
Straus at the request of the State Department in response to the 
amendment to the Mutual Security Act of 1958 which I introduced. 

And finally, Mr. Chairman, to express my own conviction that the 
effort of private business in the United States, both in investment 
and in technica] assistance, is so indispensable to the success of Ameri- 
can foreign policy that, in my opinion, its failure or inability to do 
the job so far is the single most outstanding deficiency in American 
foreign policy. 

And I shall inquire of the chairman in due course whether it 
would be appropriate, whether he would desire to hear me on the sub- 
ject—in which case I shall testify myself, and I shall hope that mem- 
en will ask me the same questions they asked of Mr. Straus. 

Thank you, Mr. Chairman. 

The Cuairman. I thank the Senator. We will be glad to hear from 
you. 

Thank you, Mr. Straus. You were very kind to come here this 
morning. 

Mr. Srravs. Thank you. 
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The CuairmMan. The next witness is Mr. Eric Johnston, with whom, 
I think, we are all acquainted, appearing for the Committee for Inter- 
national Economic Growth. 

Mr. Johnston, we are very pleased to have you here. 

As you know, we have agreed to limit the oral statements of all 
witnesses to 10 minutes, but, of course, questions are permitted after- 
ward. There are some 12 witnesses, and we will have to move along. 

Weare very familiar with your great role in this field, Mr. Johnston, 
and we welcome you before the committee. 


STATEMENT OF ERIC JOHNSTON, CHAIRMAN OF THE COMMITTEE 
FOR INTERNATIONAL ECONOMIC GROWTH 


Mr. Jounsron. Thank you, Mr. Chairman, and Senators. 

I have a prepared statement which, with your permission, Mr. 
Chairman, I shall file and not read. 

The Cuatrman. That is quite all right. 

Mr. Jounston. I would like to talk to you for just a few moments. 
I will not deal with the various features of the mutual security bill, 
with which I know the Senators are thoroughly familar, with the 
parade of witnesses that will appear before you testifying on its 
very many features. 

I should like to confine my remarks to only one phase—and that 
isthe Development Loan Fund. 


EFFECTIVENESS OF DEVELOPMENT LOAN FUND 


I have long been an advocate of the Development Loan Fund. I 
feel it is a flexible means of accomplishing the result that we wish to 
abroad, and can probably be more effective than any other particular 
provision in attempting to raise the standard of living of peoples 
abroad. 

I have advocated that the Development Loan Fund be on a con- 
tinuing basis; that it be a minimum of $1 billion a year for a period 
of 5 years. 

I think if this were done, the Development Loan Fund could be most 
effective for four reasons, which I should like to specifically state to 
you. 

LOANS INSTEAD OF GRANTS 


First, the Development Loan Fund places the emphasis upon loans 
and not upon grants. 

It has been my experience in traveling around the world that coun- 
tries that are less developed do not understand loans. They usually 
believe that there are strings attached to them, and consequently 
misunderstand the purpose for which the money is given. 

Also, there is a tendency when grants are made for the governments 
to be more wasteful of the funds if they realize they do not have to 
repay them than they do with money that is loaned. 

It has been my experience in talking to leaders of the world such as 
the Prime Minister of India, Mr. Nehru, or the President of Indonesia, 
Mr. Sukarno, to mention only two among many, that they would 
prefer loans rather than grants—loans which are made for specific 
purposes and which they feel a responsibility to repay. 
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DLF AS STIMULANT TO PRIVATE INVESTMENT 


Second, it seems to me that the Development Loan Fund, or the 
DLF, as I shall call it from now on, can stimulate private investment, 
which Senator Lausche was discussing a few moment ago; and Senator 
Capehart. It can stimulate it more than perhaps any other means. 
It seems to me that private investment in most of these areas is the 
most effective way of securing the results that we have in mind. 

Private investment carries with it its own know-how, its own tech- 
niques; usually it expends the funds better and more inexpensively, 
with greater efficiency. It is usually a continuing group that is there 
for a long time and stimulates other businesses. One private busi- 
ness in an area—that has been my experience—stimulates other pri- 
vate businesses because it purchases from other concerns. 

Consequently, the Development Loan Fund can stimulate private 
investment, and I think we should put a greater emphasis on private 
investment. 

Eventually, the real job has to be done by private investment and not 
by Government money. 


CONTINUITY OF FUND 


Third, the DLF is a continuing organization and it gives continuity. 
As a businessman, I do not know how to do any enterprise unless I 
plan on it and have a continuity to it. It seems to me that the DLF 
does give that continuity. 

In many instances funds have been inefficiently expended because 
they must be expended within a time limit, and it is advisable there- 
fore to have a continuity—which the DLF can give. 


REGIONAL PROGRAMS 


Fourth, the DLF can stimulate regional programs. I have long 
been an advocate of the regional programs in areas whereby we elicit 
the support and cooperation and financial contribution of other 
countries in this region so that it isn’t only the money from the United 
States, but it is the money and the technique and the know-how of 
other countries in these areas which are also made available. 

For instance, a Development Loan Fund in the Far East, enlisting 
the financial support and the technical knowledge of such countries 
as Japan, the Philippines, Indonesia, Burma, and Thailand would be 
more effective and less expensive to the American taxpayer than is 
money spent alone in these countries. 

For these reasons, I strongly urge that a Development Loan Fund 
be continued, that it be augmented to a minimum of $1 billion a year 
for 5 years, and I feel that it can be the most effective instrument for 
securing the thing that we are desirous of securing—namely, the eco- 
nomic development of less developed areas of the world, so that these 
people have hope, so that they feel they are making progress under 
a free system as contrasted to progress under some type of a slave 
system. 

Mr. Chairman, that is my statement. 
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Senator GREEN (presiding). Thank you very much for your lucid 


explanation of the situation—far more lucid than often in an address 
four times as long. 


(The complete prepared statement of Mr. Johnston is as follows :) 


STATEMENT BY ERIC JOHNSTON, CHAIRMAN OF THE COMMITTEE FOR 
INTERNATIONAL ECONOMIC GROWTH 


I am perfectly sure that this committee is possessed of every single fact and 
figure relevant to every single facet of the mutual security program; and that 
it has heard or will hear—not once but many times—every conceivable argument 
for and against the projection of the mutual security program for another year. 

I am here to support it. While I wish to spare the committee a repetition 
of what by now have become perennially familiar postulates, a moment of 
summarizing is necessary in order to make my position quite clear. 


PREMISES OF SUPPORT FOR MUTUAL SECURITY 


It is accurate, I believe, to say that support for an adequate mutual security 
policy, speaking generally, is based on these premises : 

First, that Communist expansionism threatens us economically as well as 
militarily. 

Second, that strong international economic ties are essential to our own 
future prosperity and security. 

Third, that it is necessary as a Nation to meet the moral responsibilities of 
our leadership and wealth. 

I subscribe to all of these arguments. Unless most of the most reputable 
and competent authorities and institutions in this country—including special 
committees of the Congress—are guilty of a gross misreading of contemporary 
events, they are sound, cogent, indeed self-evident reasons why this country 
must continue its program of military and economic assistance. 

It is a fact that communism is probing, and will continue to probe, and will, 
if possible, enlarge every tiny crevice in the defenses of the free world. 

It is a fact that the American economy—an economy of progressive expan- 
sion—cannot continue to grow and prosper without access to new markets 
abroad and assured supplies of vital industrial and agricultural materials 
available only in other regions of the world. 

It is a fact that the United States cannot live up to its commitments of leader- 
ship if it offers no measure of help—or an inadequate measure—to the emerging 
peoples of the free world. 


POLICY ISSUES—-AMOUNT TO BE ALLOCATED FOR FOREIGN AID 


Now, let me say that I believe most Members of the Congress accept these 
basic premises with as much conviction as I do. On this assumption, I want 
to address myself to certain questions internal to the broad issue of policy. 

First, the amount required to implement our mutual security policy in an 
adequate way: 

I have said many times before, and I now repeat, that too little may cost 
us far too much. The question of amount, is seems to me, has to be considered 
in relation to two factors: the demonstrable needs of the developing countries 
for capital and technical assistance, and the image of itself which the United 
States wishes to project. 

I am reminded of the old story of the heroic little boy who held back the in- 
vading sea by sticking his finger in a hole in the dike. The legend has it that 
he saved his country ; commonsense argues that he did nothing of the kind and 
that in such a situation his country could have been saved only by enough 
sweat, shovels, and sandbags to plug the breech in the dike. 

To pursue the parallel, I do not believe that a small finger of aid is enough 
to hold back the impending threat of Communist encroachment on the free world. 
If the dikes of freedom are threatened—as they are—I can see no alternative to 
marshalling whatever is necessary to prevent a breakthrough. 

During the last decade, I have traveled widely in the less-developed countries 
of Asia, Africa, the Middle East, and Latin America. I can tell you that in 
those countries, the actions of the American Congress, perhaps even more than 
any act of the Executive, are regarded as significant indexes of the temper 
and the attitude of the American people. 
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In this sense, too, the amount authorized by this committee for continuing 
economic and military assistance will have a profound effect in convincing 
the emerging countries of the free world that we mean business—we mean busi- 
ness when we assure them that the United States is prepared to help them through 
the early and difficult stages of development. 

Other witnesses before this committee are more competent than I am to esti- 
mate the amount required to do the job in the coming year. In my opinion, how- 
ever, the amount requested by the Executive is minimal. Therefore, I urge 
the committee to consider with the utmost care both the practical and the 
psychological consequences of cutting back the level proposed. 
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U.S. RESOURCES IN FREE WORLD ECONOMIC DEVELOPMENT 


Second, the ways and means to employ our great resources in free world 
development : 

I am a capitalist by instinct and profession. I believe in the free enterprise 
system as strongly as any man alive. Believe me, I wish I could say that the 
job of stepping up economic growth in emerging nations can be done entirely 
through the investment of private capital. But none of us should be deluded 
into wishful thinking on this point. 

During the past few years, American investment in productive enterprise 
abroad has shown a considerable and encouraging increase. But if we look at 
the figures carefully, we find that most of this capital has gone to Canada, Europe, 
and Latin America. We also find that the portion going into the less developed 
countries has been mainly for oil and other extractive industries. 

Leave out the investment in oil and the average annual rate of private U.S. 
investment in all of Africa * * * all of the Near East * * * all of south 
Asia * * * all of the Far East—is about $66 million. I repeat $66 million a 
year. 

This is less than the budget for Montgomery County, Md. This is only enough 
to build 60 miles of superhighway in the United States. 


NECESSITY, BUT INADEQUACY, OF PRIVATE INVESTMENT 


I urge the Congress to continue to seek ways of encouraging a greater volume 
of U.S. private investment in the developing nations of the free world. I urge 
the Executive to do likewise. I am confident that ways of doing so can be found. 
But I am compelled to caution against assuming that the job of stimulating eco- 
nomic growth in these countries can be left at this time to private capital. 

For the foreseeable future, I can see no alternative to substantial public as- 
sistance to these countries—first, for the purpose of meeting their desperate and 
urgent needs, and second for the purpose of creating the conditions prerequisite 
to an eventually greater flow of private risk capital into their economies. 

If public funds are now made available to provide economic stability and the 
essentials of growth—roads, harbors, power facilities, transport systems—lI have 
no doubt that American enterprise will move outward in a constructive and 
major way. But the time is not yet here and I believe this is a fact to be faced. 

Continuity of public investment over a reasonable period is essential. No busi- 
ness on earth can prosper on a year-to-year basis. Yet some would expect the 
mutual security program—certainly one of the largest and most complex of 
businesses—to operate on just that basis. 


ADVISABILITY OF LONG-TERM APPROPRIATIONS 


I realize that the Congress has valid reasons for annual appropriations. With 
annual appropriations, however, a long-term authorization would give musual 
security the needed stability and continuity. Such an authorization is never 
engraved in stone; it is always subject to reconsideration. But it would con- 
stitute an invaluable expression of America’s intent to all governments—both 
free and totalitarian. 

This brings me to the question of mechanisms—how to do best what must be 
done. I believe that the Development Loan Fund promises to be the most im- 
portant and useful instrument of our mutual security policy. It has that 
promise if its funds are adequate. In my view, the pending request for the De- 
velopment Loan Fund is inadequate. 

I have advocated congressional authorization of at least $1 billion a year for 
5 years for the operation of the Fund. Other proposals have been made for a 
$7.5 billion Development Loan Fund for a 5-year operation. 
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Fither sum, in my judgment, would give the Develoment Loan Fund the finan- 
cial capacity to operate on the necessary seale. Its continuity would be assured. 
Its powers would be sufficiently versatile to meet a wide variety of situations. 


ATTITUDE AND AIMS OF FOREIGN AID 


Finally, I want to talk about attitude and aims. 

Of course we can say that the aim of our assistance to other nations is to 
enable them to resist the encroachments of communism. 

We can also say that we are motivated by considerations of enlightened eco- 
nomic and political self-interest. 

I believe we are on sounder ground if we say that we offer help to these new 
and developing countries for no other reason than to see them grow and prosper 
in freedom. 

A short time ago, the Committee for International Economic Growth, of which 
I am Chairman, conducted a 2-day conference on India and the United States 
here in Washington. Opening the conference, Vice President Nixon said this: 

“T would not like the case for governmental aid to Indian to be rested at the 
outset of this conference simply on the negative, defensive issue of helping India 
in order to save the United States from communism; but rather the case can be 
better presented in terms of our primary interest in the victory of plenty over 
want health over disease, and freedom over tyranny.” 

This seems to me to express our aims with admirable understanding and per- 
ception. 

It is in this sense that foreign aid really makes sense. 

Senator GREEN (presiding). Are there any questions? 

Senator Gore. One question, Mr. Chairman. 

Senator Green. Senator Gore. 


LOAN GUARANTEES AND TAX CONCESSIONS 


Senator Gore. Is it your view, Mr. Johnston, that the Development 
Loan Fund would be preferable to governmental guarantees of loans 
by private enterprise ¢ 

Mr. Jounston. Well, the Development Loan Fund can, by its setup, 
guarantee certain senior securities for private investment abroad. I 
think that is one of the reasons that the DLF can stimulate the flow of 
private capital to less-developed areas of the world. 

Senator Gore. Do you think it would be preferable to grant further 
tax concessions for foreign investment ¢ 

Mr. Jounstron. Well, I have long been an advocate that there are 
many things that must stimulate the flow of private capital abroad 
which, in my opinion, is the answer in the long run to this whole 
problem. 

Tax concessions, as you call them, or deferred payment of taxes, a 
percentage tax point of tax credit, we have that for the Western 
Hemisphere now, Senator Gore, a 14 percentage points tax credit for 
arnings in the Western Hemisphere. 

Senator Gore. You don’t question its being a concession, do you? 

Mr. Jounston. Oh, no, I do not question its being a concession. I 
do say it stimulates the flow of private capital abroad, and if that is our 
desire to have economic development in these areas, I think it is an 
inexpensive method of securing it. 


DEVELOPMENT PROGRAM IN ETHIOPIA 


Senator Gore. How do you think that this program would operate 
ina country like thiopis ve 
Mr. Jounsvon. This kind of a program ? 
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Senator Gore. Yes. Which do you think would be preferable, the 
Development Loan Fund or a governmental guarantee of private in- 
vestment, plus tax concessions ? in 

Mr. Jounston. Well, in Ethiopia, I have been in Ethiopia and I am 
quite familiar with the country and with its Emperor and the prob- 
lems they have there. 

Certainly, DLF can do a fine job in Ethiopia if there is anything to 
do it with. There are certain developments in Ethiopia that un- 
doubtedly, through loans to private, through the guarantee of certain 
types of loans to private enterprise, or through the loans to the govern- 
ment themselves, with repayment to America, can be effective. 

Senator Gore. I notice you used the phrase “in the long run” a few 
moments ago. Do you agree with the view I hold—although I have 
only read of Ethiopia, I haven’t had the benefit of an eyewitness 
account—that their basic needs are education, health, sanitation, and 
perhaps transportation, but not the building of complicated industries 
at this time? 

Mr. Jounston. You are thoroughly correct, those are the things 
which are essential in Ethiopia. Also they need some foreign ex- 
change to buy the things which are necessary for their growth and 
development. 

They have sugar in Ethiopia, and sometimes the development of 
sugar and its export can be helpful. 

They grow coffee in Ethiopia. There are some minerals there 
which can be extracted. 

For instance, one of the oil companies now has a concession in 
Ethiopia for the drilling of oil. These are all things that will help 
the economic development, give it some foreign exchange to purchase 
the things which are necessary for health, sanitation, education, and 
other things that you mentioned. 

Senator Gore. From your visit and observation there, do you think 
Ethiopia is in dire need of jet fighter planes? [Laughter. ] 

Mr. Jounston. I can’t imagine that they are, Mr. Senator. I 
wouldn’t think that they would be. I couldn’t imagine what they 
needed jet fighter planes for specifically. I am not an expert in 
this field, I must confess, however. 

Senator Gore. Thank you. That isall. 

Senator Green. Is that all? 

Senator Gore. That is all. 

Senator Green. Any other questions ? 

Senator Capehart. 


CREATING JOBS IN “BACKWARD” COUNTRIES 


Senator CapeHart. Perhaps this is also an “iffy” question; but it 
may be a good question : 

What constitutes a “backward” country? Why isa country “back- 
ward” ¢ 

Mr. Jounston. Well, usually a country is backward when it has a 
low level of literacy; when it has a low level of per capita income; 
when its health and sanitation are extremely backward. 

Now, the reason that it is backward can vary with the country 
involved, Senator, and I don’t know that we can go into generalities 
on that. 


—_—_— a bee eo 
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Senator Caprnart. Well, isn’t the reason a particular country is 
backward that it has no jobs for its people? Isn’t that really the 
fundamental reason ? 

Mr. Jonnston. That is one of the reasons, yes, Senator, no question 

about it. 

Senator Capenart. Isn’t that the chief reason? Even if, after they 
had acquired sanitation, health, and so forth, the people had no jobs, 
the country would still be backward. 

Mr. JounsTon. That is certainly correct; and the next corollary, or 
the next step is that they do not have these jobs because they do not 
have the capital to develop the jobs involved. 

Senator Carenart. They do not have the capital to develop the 
facilities for manufacturing and processing 

Mr. Jounston. That is right. 

Senator Carenartr. And the other things that create jobs, as we 
know them in, this country. 

Mr. Jounsron. That is right. 

Senator C APEHART. Then, if that is true, and we want to and should 
help backward countries, why don’t we help them to do those things 
that will create jobs building things, processing things, rendering 
services within their own country for their own people to be paid for 
with their own currencies ? 

Mr. Jounston. Senator, you are making my speech for me, because 
that is exactly what I feel. And that is what the Development Loan 
Fund can do, Senator. 

The Development Loan Fund can help a country to acquire the 
necessary capital to do the things which it must do. 





CREATING SOUND INTERNAL ECONOMIES THROUGH U.S, AID 


Senator Carenarr. They only need dollars to buy the things out- 
side their country that they do not produce in their own country. 

Mr. Jounston. That is usually correct. 

Senator Carenartr. However, if they produced these things, then 
they wouldn’t need to buy them. 

Mr. Jounstron. That is right. 

Senator Carenart. What we ought to do, then, if we want to help 
backward countries, is to help them develop an internal economy, 
as we have in the United States. 

Mr. Jounston. That is correct. 

Senator Carrnarr. Ninety-five percent of our business in the United 
States is manufacturing, processing, and rendering services to each 
other, using our own currency. 

Mr. Jounston. That is correct t, Senator. 

Senator Capenart. The other 5 percent is exports and imports. 

Mr. Jonnston. That is right. 

Senator Carenartr. That is what we ought to endeavor to do for 
backward countries. And unless we do do that, we haven’t accom- 
plished very much in the way of helping them. 

Mr. Jounston. That is right, Senator. 

Senator Carenarr. Then we ought to put our help on a basis where 
it is a hundred percent sound and businesslike, and we ought to invest 


the capital and make it work as capital if we are going to do these 
things for other countries. 
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Mr. Jounston. That is what I think the Development Loan Fund 
is designed to do and can do. 

Senator Carenart. That is right. I agree with you in that respect, 
and I think that is the end we ought to work toward. 


EXPORT BUSINESS WITH INDUSTRIALIZED COUNTRIES 


How best to do it is another problem, because our best export cus- 
tomer, of course, is Canada, because she has a very high standard of 
living—— 

Mr. Jounston. That is right. 

Senator Capruartr. And is highly industrialized. 

Mr. Jounsron. That is right. 

Senator Carpenarr. Of course, she is also next to the United States. 

Mr. Jounsron. We always do the biggest business with those coun- 
tries that have the highest degree of industrialization. 

It is interesting to note that in the years before the First World 
War, in the 10 years before that, we did 10 times the business with 
England, one of the then highest industrialized countries in the 
world; we did 10 times the business that we did with China; although 
there were only 45 million people in England, in Great Britain, and 
450 million people i in China, we did 10 times the business. 


FOREIGN CAPITAL AND PRIVATE ENTERPRISE IN U.S. ECONOMIC 
DEVELOPMENT 


Senator Carenart. We have forgotten, of course, that this Nation 
at one time was a “backward” country. We secured our capital from 
England and Europe to build our railroads and our heavy industry, 
but of course we handled it on a basis of private industry to private 
industry, rather than Government to Government, as is now custom- 
ary, it seems to me. But our industry in this Nation was developed 
by foreign capital. 

Mr. Jounsron. That is right. 

Senator Carrnart. Europeans invested their money in corporations 
here; they owned the stock, and later, of course, it was acquired pri- 
marily by Americans. But we got our start with capital from 
Surope. 

Mr. Jounston. That is true. 

Senator Carenartr. We imported, to build our heavy industry and 
our railroads and those things, the goods we didn’t then make which 
were made in Kurope. U nfortunately today, of course, we look to 
Government to do the things which a hundred or a hundred and fifty 
years ago private enterprise did. 

Mr. Jounston. That istrue. My own part of the country, Senator, 
in Washington, Oregon, and Idaho, was developed by Britsh and 
Dutch capital pretty much. They took some losses in the process, 
but they took some profits. If it hadn’t been for that British and 
Dutch capital, the western part of the country would have had a more 
difficult time. 

Senator Carenartr. We not only imported capital, but people. 

Mr. Jounston. Technical skills which that ¢ apital ad €) those people 
brought with them. 
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Senator Carenart. The imported people became citizens, and the 
imported capital and private enterprise built up our strong economy. 
The Government was kept out of it. 

Mr. JounstTon. That 1s right. 

Senator Carenartr. Now, “of course, the Government is in it, and 
private industry seems to be afraid toexpand. There are reasons for 
that, too. 

Mr. JounstTon. Yes, sir; I agree with you. 

Senator Carenart. That is all, Mr. Chairman. 

Senator Green. Mr. Long, any questions ? 


SHORTCOMINGS OF AID PROGRAM 


Senator Lona. Mr. Johnston, you have taken a great interest in 
matters of public information and importance in the world, and I 
approve of your good intentions. I think you are doing a service to 
the best of your ability. But I am frank to tell you that in my judg- 
ment this program is failing miserably because of inept and inexcus- 
ably poor management, and. failure to adopt some kind of standards 
to which we can repair to see where we are going and what we are 
achieving. 

Ireally can’t think of having to spend billions more and getting even 
less in the way of results than we are getting now with this program. 

I have expressed my views on this before. I wish I could vote 
for it, but there are a number of things that I think are wrong about 
it. It looks as if it is almost impossible to correct the obvious defects 
of the program. 

You have heard my views on this before, I know, and you are some- 
what familiar with them. 

Let me ask you this question : 


LOCAL CURRENCIES AND USE OF COUNTERPART FUNDS 


What you propose to do with these soft currencies under the Devel- 
opment Loan Fund program and why can’t you do the same thing with 
all these billions you have got laying around in counterpart funds 
under the Public Law 480 program ? 

Mr. Jounston. I think those funds should be used, Senator, and 
I think in many instances they are used. 

Senator Lona. I wish you could have been in the room with me the 
other day to hear a statement which was made off the record. I 
won't identify the witness, but I think the record today might as 
well show my understanding of the answer of one of those ‘responsible 
for the handling of counterpart funds. Senator Green was sitting 
there, and this same reporter was also there. The witness asked to 
be put off the record. But I think the fact is that so far as the handling 
of counterpart funds is concerned, the dictators in a number of these 
foreign lands take the attitude that if we insist on using our aid funds 
for the benefit of their people, they would rather let the people starve 
than take our commodities. 

Do you know if that view exists to a considerable degree with 
regard to the handling of hundreds of millions of dollars in counter- 
part funds generated by sale of aid commodities ? 
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Mr. Jounston. No, Senator, Ido not. I travel these areas, I know 
the heads of most of these countries, almost all of them. I have 
talked to them on these problems, and I do not know that is the 
general attitude. I would be very surprise. I would think quite 
the opposite was the general attitude, Senator. 

Senator Lone. Well, sometime at your convenience, I would like to 
see if I can assemble this reporter here, Senator Green, Senator Aiken, 
myself, and the witness who made the statement, who has a vast 
amount of responsibility for the handling of hundreds of millions of 
dollars of foreign currencies, to see if we can reconstruct that state- 
ment. It was not put down in print since the witness asked that it 
be put off the record. 

Do you think we are getting very far when we have to try to per- 
suade a government to let us use the money generated by our aid to 
benefit its own people? How are we going to use this money effec- 
all this counterpart g generated at the expense of the American 
taxpayer—if the Government won't even allow it to be used for the 
benefit of its own people? 

Mr. JoHnston. Well, there may be instances where that is true. I 
don’t know them at the moment, but there may be such instances. 

But in general, Senator, I know you and I disagree on this because 

we have discussed this before. 

Senator Lona. We are not going to disagree with the witness who 
made the statement I have referred to, because this witness happens 
to have a lot more responsibility in connection with the aid program 
than either you or I have. 

Mr. Jounston. I don’t disagree with that. 





MARSHALL PLAN AND AID TO INDIA 


Well, take the so-called Marshall plan in Europe, in my opinion, 
was an extremely effective thing. It restored Europe and our trade 
with Europe. Our foreign trade with Europe now has increased 
to a point where it is far gr reater than the expense involved in rehabili- 
tating Europe. I think we did a great job in Europe under the Mar- 
shall plan. 

In a country like India, for instance, where we expended large sums 
of money, in my opinion, I don’t think this is the attitude of Mr. 
Nehru. It certainly hasn’t been evidenced in my conversations with 
him that this is his attitude. 

I think India wants to make progress under a free society, if it can. 
Its standard of living is less than 20 cents a day per capita, less than 
20 cents a day, about 15 or 16 cents per day. Out of that, how can 
they save for capital requirements ? 

During the next 5-year plan, India hopes to spend $2.5 billion a year, 
the equiv valent, on their program. They hope to get-—— 

Senator Lone. Let me say this to you, sir: India is an example of 
a country where we could make a good agreement and carry it out, 
because the head of government there has a genuine interest in his 
people. 

Mr. Jounston. Yes, that is true. 

Senator Lone. But ina great number of cases where we are spending 
our money, you and I know it doesn’t work that w ay. If you don’t 
know it you ought to find it out. 
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Mr. JoHNston. In some instances that is true, Senator. But there 
are some instances even in Washington where we spend money and 
don’t get quite the result we anticipate we should get. [| Laughter. | 

Senator Lona. Yes, sir, but at least we had the opportunity of 
trying. 

Mr. Jounston. That is right. 

Senator Lone. And we are not just frittering it away where there 
is no prospect of getting any results at all. 


USE OF COUNTERPART FUNDS IN GREECE 


Are you familiar with the situation in Greece, for example, where 
we have been paying off the Greek deficit on a year by year basis out 
of our foreign aid money / 

Mr. Jounston. Yes, l am not definitely, I mean specifically familiar, 
but in general I am, yes. 

Senator Lone. The Greek Government runs a deficit of about $50 
million a year and so far, under our aid program there, we have been 
able to release counterpart funds at the rate of about $50 million a 
year to meet that deficit. 

If the Federal Government tries to make a deal with Louisiana 
to help our aged people, it sets standards and we have to comply 
with every single one of those standards in order to get the first dollar. 

For example, it is required that every person who handles that 
welfare money be under a civil service system, or a merit system. We 
must comply with that stipulation. It is also required that we handle 
our money in certain ways so that every single expenditure can be 
checked. We have to comply with a large number of standards, and 
sometimes those standards are burdensome. 

The same thing is true on highways. The Federal Government 
wants to second-guess us on every standard we apply, even to a county 
road, before it will match us in money. 


U.S. GOVERNMENT SHOULD REQUIRE FOREIGN ADMINISTRATIONS TO MEEF1 
SPECIFIED STANDARDS 


If the Federal Government in dealing with its own States sets 
standards and requires compliance before it makes grants, why is not 
something similar done under this foreign aid program to see to it 
that we make a good deal? After all, we are on the giving end and 
not on the receiving end. 

We should say, “Tf you people comply with certain standards, we 
will make the deal; but if you fail to comply we can’t give you any 
more money.’ 

Why don’t we do it in that way ? 

Mr. Jounston. I think in general, Senator, that is what we should 
do. There are exceptions to this, however, when for political purposes 
or reasons we feel a certain government should remain in power for 
our own defense, and we feel that if we request certain things that 
that government may fall. We may want that government to remain 
in power, as I say, for defense purposes or otherwise, and I can mention 
two or three of these governments to you at the moment which I think 
would be inadvisable to do here in open meeting, but we may do this 
for those purposes. 
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Now, we have quite a different situation in the State of Washington, 
or Louisiana, or New York, where, if the government falls, it doesn’t 
affect our defense, and where we can lay down standards for com- 
pliance where we can’t lay down standards for compliance in these 
other countries, because the very compliance with that would be so 
inimical to the interests of the people of the country, they think, that 
the Government would fall, and for those reasons we want to support 
this Government. 

Whether this is wise or not, I do not know, but I thoroughly agree 
with you in general, we ought to lay down terms and conditions. 


LETTING UNDEMOCRATIC REGIMES FALL AND BENEFITING THE MASSES 
OF PEOPLE 


Senator Lone. It seems to me that if this policy were pursued with 
the ideal enthusiasm, and with the genuine conviction that we had 
something to sell, we wouldn’t have to be afraid of the fall of some 
dishonest dictator, because someone else would show up on the demo- 
cratic side of the fence to fight for possession of that country or con- 
trol of that government. 

We are told the whole concept at mutual security is a calculated 
risk. It looks to me as if the fact is that we are losing without ever 
getting things to come out on our side at all. 

Mr. Jounstron. Well, in general, Senator, I agree with that. 

Senator Lone. We saw the incumbent in the Government of the 
Philippines defeated. Magsaysay took over and was an improve- 
ment over his predecessor. 

Mr. Jounstron. He was a great man. 

Senator Lone. After his death someone else took over. It seems to 
me if we had some enthusiasm for benefiting the masses of people in 
these countries we might get somewhere. 


APPLYING UNEXPENDED DOLLARS TO GREEK DEBT 


I would be curious to know your reaction to this Greek situation. 
A hundred million dollars is lying around over there. It looks as if 
our administrators have been working overtime to try to find some 
excuse to apply that hundred million dollars against the Greek national 
debt. That money is admittedly held by the Greek Government, but 
it has to be used in ways that we agree to. Congress passed a law 
stipulating that it can’t be used against the national debt, but we 
don’t know if that stipulation was in the bilateral agreement. We 
passed a law saying that money should not be so used. We never 
wanted to make that sort of agreement anyway. We want some 
results for the money generated by our aid. 

What did the administrators do? They just left the money sitting 
there, waiting for the chance to slip through some little proviso on 
the foreign aid bill so that they could apply the money against the 
Greek national debt, even though Congress told them not to. 

I would like to know your reaction to that type of thing. Do you 
think we ought to try to use these funds in ways meaningful and 
beneficial to the people, in ways they can understand—or let the funds 
be applied against the national debt, thereby benefiting the inter- 
national bankers and politicians rather than the people? 
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Mr. Jounston. No. 1, I think any administrator should carry out the 
intent of Congress. I think it is a great mistake if they do not. — 

No. 2, I am in favor of benefiting the people and not an international 
banker and not anybody else. 

Taking the Greek situation specifically, I am not familiar with 
exactly what goes on diplomatically between our Government and 
Greece. It may be that we are requesting the Greek Government to 


expend more on defense because of their position in the world, on 


the perimeter of the Soviet Union. , 

We may request them to spend more on national defense than their 
budget could possibly afford without inflationary tendencies, or for 
some other reason, and we may say to them, “If you will spend this 
money on national defense we may give you $50 million for such-and- 
such a ee 

I don’t know that this is true. I am just saying there may be a 
dozen reasons of this kind which we may use. 


DISCLOSURE OF FACTS AND CARRYING OUT CONGRESSIONAL INTENT 


It would appear to me that the administrators of such a fund should 
come before your committee and disclose all the facts. I quite agree 
with the Senator from Alaska when he testified a few moments ago, 
Senator, I think before you came in, that there should be a complete 
disclosure of the facts. I can see no reason why there should not, and 
if there were such a disclosure, I am sure, Senator Long, you would 
be maybe much more agreeable to what they are doing. If you are not, 
then you could voice your reason why not. 

Senator Lone. Just permit me to say that the more information I 
get on it the worse it looks. [ Laughter. | 

Mr. Jonnston. Well, maybe so. 

Senator Lone. But I would be curious to know how you feel about 
this attitude of trying to get some kind of firm agreement that a na- 
tion will have to do certain things and meet certain standards, other- 
wise it won’t get the money. 

Mr. JoHnston. In general, I am all for that, Senator, and in general 
it seems to me that the administration, at least recently, is attempting 
to do that. 

In at least one or more countries that I know of within the last few 
months we have laid down such rules and conditions that, “Either 
you do certain things, put your house in order according to the Inter- 
national Monetary Fund, or we don’t do this.” 

It seems to me in general it isa very wise decision. 

Senator Lone. Most of what I have been able to get so far on this, 
Mr. Johnston, are excuses for not trying to lay down rules. 

Mr. Jounston. Well, I would not in any way try to excuse them 
for not trying to do what the Congress wants them to do. 


FOREIGN CREDITS AGAINST U.S. GOLD RESERVES 


Senator Lone. Do you feel any particular concern about the fact 
that the foreign credits against American gold deposits are almost 
sufficient to empty Fort Knox now? 

Mr. Jounston. I don’t quite get that. 
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Senator Lone. The foreign holdings of credits against American 
gold deposits run to over $18 billion as against slightly more than $20 
billion in gold deposits at Fort Knox. I understand that, to meet 
statutory requirements, we need about $10 billion just to back up our 
own currency. We have only $2 billion at the present time. 

Mr. Jounston. In other words, do I feel our gold holdings are get- 
ting too low in proportion to our commitments in foreign countries? 

Senator Lone. Yes. 

Mr. Jonnston. No, I do not, Senator. 

Senator Lone. Where are we going to stand when we get down to 
the point where we can’t pay off in gold all these international 
commitments, which up to now have been respected and honored on 
that basis? 

Mr. Jounston. That is absolutely true, but I don’t think we are 
anywhere near that position. 

It seems to me although the outflow of gold may be causing a good 
many eyebrows to be raised, and ms aybe | some alarm, I don't think 
that it has reached such proportions | yet as to cause any great discom- 
fort to our own position in international trade, or to our own position 
at home. 

Senator Lone. What is your impression about the amount of gold 
we have at Fort Knox? How much do you think we have buried 
there ? 

Mr. Jounston. Our gold reserve, as I read it, is a little over $20 
billion. 

Senator Lone. What is your guess as to foreign holdings and 
credits ? 

Mr. Jounston. You would probably know better about that but the 
information I receive, it is someplace in the neighborhood of $9 billion 
to $10 billion. You mentioned 18 just a moment ago. I never heard 
a figure that high. 

Senator Lona. It is on my desk; it is in the record of these lear- 
ings. It runs about $18,250 million, I understand. 

Mr. Jounston. You understand, Senator, in a banking operation 
there are reserves back and forth to make payment, I am a director 
of a little bank in California called the Bank of America. We have 
funds around the world and around America, invested with banks, 
and banks have money invested with us. 

Now, that doesn’t mean that the funds that the other banks have 
invested with us are net losses to us. Quite the contrary, because 
we may have funds comparable. 

For instance, I don’t know the figures, but supposing we have half 
a billion—not half a billion, but half a million dollars with Chase 
Manhattan, they may have a half million with us. It doesn’t mean 
when we say the Chase Manhattan has so much money with us and the 
Republic Bank of Dallas has so much money with us, and so forth, it 
doesn’t mean those are net losses tous. Quite the contrary. 


STERILIZATION OF LOCAL FUNDS HELD BY U.S. IN FOREIGN COUNTRIES 


Senator Lone. But here is the trouble with this program you are 
recommending, Mr. Johnston: The funds that you propose to have 
in foreign lands are held under agreement whereby that money is 
completely sterilized and can’t be used unless these foreign countries 
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agree they can be used for a particular purpose. This means that, 
under the very terms of the agreement, they are in position to thwart 
the use of that money completely, to sterilize it just as in Greece where 
the money is held by the Greek Government. Therefore, unless they 
want to use it, we might just as well not have it there at all. 

Under the Public Law 480 agreements, for example, those coun- 
tries don’t use the money unless they feel like borrowing it back from 
us after we get the foreign currencies. 

Now, these nations are in position to completely sterilize our funds— 
that is, our holdings of their currencies—while on the other hand, 
they hold our dollars on ac ompletely unfettered and unrestricted basis 
with the right to draw upon our gold reserves. These people may 
get the idea there is not enough gold i in Fort Knox to back up their 
claims. As a banker, is it your impression that when folks get the idea 
that banks cannot pay off, that is when they make a run on the bank? 
That is my impression. 

Mr. Jonunston. That is absolutely true, Senator, and, as I say, in 
general I understand your concern and I agree with you. 





SITUATION IN GREECE 


Let’s specifically talk about Greece, because you were mentioning 
Greece. I am not familiar with all the det ails 

Senator Lone. I am talking about claims on our gold reserves 
right now. 

Mr. Jounston. All right, the gold. 

We will take Greece. If you will turn your mind back just 10 years, 
we will remember—and I was in Greece at this time, 10 years ago— 
the Government was extremely unstable. It looked like it was going 
to go Communist. There was Communist infiltration in the northern 
portion of Greece, and a half of the country was already under Com- 
munist, or almost a half under Communist domination. 

We had American forces there; General Van Fleet was in com- 
mand of our forces. I went up to the front with him at that time, 
crossed the Chinese lines with him and came on back, It looked as 
though Greece would be lost to the West. 

We did a lot of things in Greece at that time which in hindsight 
10 years later may have appeared a little foolish, but we did them to 
save Greece. Greece was saved, whether we 

Senator Lone. Mr. Johnston, I see what you are getting at, but 
I would like to save both of us some time, if I might suggest that. 

I know what you have in mind—that the Greek program did a lot 
of good and helped to save that Government from communism. 

The point I had in mind is that when $100 million in Greek currency 
that we paid for is sitting idle, it creates misunderstanding for Ameri- 
cans to go over there and ask the Greek people, “How did 5 you like this 
aid we gave you,” and for them to say, “Look, you didn’t give us any- 
thing. I work from sunup to sundown for that little bag of flour. I 
paid for it.” 











BUILDING PUBLIC PROJECTS TO PUBLICIZE U.S. AID TO GREEK PEOPLE 


Our State Department says “Wait a minute.” He may not have 
been able to buy it for drachmas, with his own money, if we had not 
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supplied aid. He paid the Greek Government for that commodity, 
That money is now held by the Greek Government. We paid for 
those commodities and the Greek Government sold them to the people. 
The people were given nothing in that instance. Why not take that 
money and build ‘something the people can see—build a hospital so 
that a mother can have her child born under sanitary conditions—and 
then we can say, “Here is something we did under this program to 
help fight communism and help people to live better.’ 

But if we just go scratch it off the books we don’t get any benefit 
for our money at all. 

Incidentally, I am not the only one who feels that way about it. 
Mr. Norman Armour had something to do, I believe, with the original 
program. He went over there to study the situation in Greece, and 
he said that under no conditions should we scratch our aid off the 
books, but that we should get something for it. 

Mr. Jounston. I am all for it. 

Senator Lone. I hope someday we will get results along those lines 
instead of seeing our money frittered away without any results. 

Mr. Jounsron. I have seen what the Russians have done : along some 
of the lines you are talking about, and most effectively, and I am all 
for it. I am only saying to you, Senator, I don’t know all the cir- 
cumstances in Greece, and there may be some reasons why our Govern- 
ment is doing it; they ought to come down and tell you what those 
are; but in gener ral I amall for it. 





CONCERN OVER CLAIMS ON GOLD RESERVES 


Senator Lona. All right. That gets us back to the problem of gold 
reserves, and I would be curious to know your reaction about our 
being in the position where we can’t pay off claims in gold. As a 
banker, and also as a man who speaks for the motion picture industry, 
are you not concerned that there are so many foreign credit holdings 
against our gold deposits as a result of our grants and investments 
abroad that we are in no position to pay off in gold? Give the situa- 
tion about 2 more years and we are going to have to find some new 

yay of doing business. 

Mr. Jounston. I would be extremely worried; in fact, I would be 
panicky if I thought we were getting into the place where I thought 
we could not pay our bills abroad and where our gold reserve was 
dwindling to a point of inability to pay our obligations. 1 would be 
panicky. 

Senator, I do not believe we have arrived at that stage as yet, nor 
do I see any immediate prospect of that occurring within the next 
few years. That is my personal opinion. 

Senator Lone. How much gold do you think the statute requires 
to back up our currency ? 

Mr. Jonson. You said $10 billion, and I will take your word 
for it. 

Seantor Lona. Foreign holdings are $18 billion, and we have a total 
of only $20 billion. 

Mr. Jounston. I didn’t know foreign holdings were $18 billion, Iam 
amazed at that, and I would like, Senator—I am sure you have the 
figures—to see them at some time, because I have had no—— 
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Senator Lone. If you knew they were so great you would be 
concerned ¢ 

Mr. Jounston. That is correct, if they were $18 billions and not 
offset by our holdings abroad, I w ould certainly be perturbed. I would 
say we were broke, if that were true. 


CRITICAL SCRUTINY OF AID PROGRAM NECESSARY 


Senator Lone. Mr. Johnston, I believe you are really for this pro- 
gram, and I believe you would really like to see it work. Might I 
suggest that you use your influence to help us let this program be 
investigated by someone who is critical of it? It would not kill the 
program. My guess is that such an investigation would save it over a 
period of time because the kind of criticism that some of us level at 
this program takes years and years to correct. 

Look at this situation in Cambodia, Vietnam, and Laos, where they 
are whipping us 3 to 1 in exchange of currencies. That type of thing 
does nothing more than destroy public faith in the whole program. 

Some of us started raising serious doubts about that aspect of the 
program 5 or 6 years ago, and after 6 years we were told they finally 
corrected the situation. Now they think the program is in fine shape. 
Think how much better it would have been if it were corrected 6 years 
ago. 

Mr. Jounston. No question about that. There is no argument 
about that. Nothing substitutes for good administration. 

Senator Lone. Thank you very much. 

Mr. Jonnston. And 1am very much for that. 

Senator Green. Senator Lausche, have you any questions? 


THE COMMITTEE ON INTERNATIONAL ECONOMIC GROWTH 


Senator Lauscue. Will you please, Mr. Johnston, identify the 
organization with which you are associated—the Committee on Inter- 
national Economic Growth? What are its purposes, and what is its 
composition ¢ 

Mr. Jonnston. This is an outgrowth of the White House Confer- 
ence on our mutual security program which was held in February 
1958. The attendance of that group decided to continue it for the 
dissemination of information on our economic problems abroad to the 
American people. 

It is composed—its composition is composed of a number of our 
citizens who are well known in the United States for their interest in 
the economic growth of America and the economic growth of the 
world. I will be very happy to present such a list ‘to you if you 
desire it. 

Senator Lauscue. Good enough. 

(The information referred to follows :) 


SPONSORS OF THE COMMITTEE FOR INTERNATIONAL ECONOMIC GROWTH 


Abeles, Herbert R., 75 Mayhew Drive, South Orange, N.J. 

Abendshein, Mrs. June, AMVETS Auxiliary, 1710 Rhode Island Avenue NW., 
Washington, D.C. 

Acheson, Dean G., Covington & Burling, Union Trust Building, 15th and H 
Streets NW., Washington, D.C. 
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Adams, Rabbi Theodore L., president, Synagogue Council of America, 118 West 
95th Street, New York, N.Y. 

Aderhold, Dr. Omer C., president, University of Georgia, Athens, Ga. 

Adkins, Miss Bertha S., Under Secretary, Department of Health, Education, and 
Welfare, 330 Independence Avenue SW., Washington, D. C. 

Alter, Archbishop Karl Joseph, 5870 Belmont Avenue, Cincinnati, Ohio, 

Altschul, Frank, room 1701, 730 Fifth Avenue, New York, N.Y. 

Ames, Leon, president, Screen Actors Guild, Hollywood, Calif. 

Anderson, Hon. Eugenie, Red Wing, Minn. 

Andrews, Stanley, Wells Hall, Michigan State University, East Lansing, Mich. 

Ascoli, Max, publisher, The Reporter, 136 East 57th Street, New York, N.Y. 

Austin, Hon. Warren, 43 William Street, Burlington, Vt. 

Bacon, Mrs. Robert Low, chairman, Women’s National Republican Club, Inter- 
national Affairs, 3 West 51st Street, New York, N.Y. 

Badeau, John S., Near East Foundation, 54 East 64th Street, New York, N.Y. 

Balaban, Barney, president, Paramount Pictures Corp., 1501 Broadway, New 
York, N.Y. 

Banning, Mrs. Margaret C., 740 East Superior Street, Duluth, Minn. 

Barnes, Miss Lilace Reid, president, YWCA of the United States of America, 
600 Lexington Avenue, New York, N.Y. 

Beach, Dr. Leonard B., dean, graduate school, Vanderbilt University, Nashville, 
Tenn. 

Beernink, Harry J., president, National Council of Farm Cooperatives, 201 
Elliott Avenue, West Seattle, Wash. (send correspondence to Homer L, 
Brinkley, executive vice president, National Council of Farm Cooperatives, 
744 Jackson Place NW., Washington, D.C.). 

Beise, S. Clark, president, Bank of America, 300 Montgomery Street, San Fran- 
cisco, Calif. 

Bell, Elliott V., chairman, executive committee, McGraw-Hill Publishing Co., 
330 West 42d Street, New York, N.Y. 

Benezet, Dr. Louis T., president, Colorado College, Colorado Springs, Colo. 

Benton, William, Encyclopedia Britannica, 342 Madison Avenue, New York, N.Y. 

Berle, A. A. 70 Pine Street, New York, N.Y. 

Bernstein, Dr. Philip S., chairman, American Zionist Committee for Public Af- 
fairs, 117 Gibbs Street, Rochester, N.Y. 

Biscailuz, Sheriff Eugene W., Los Angeles County, Los Angeles, Calif. 

Blake, Dr. Eugene Carson, World Council of Churches, Witherspoon Building, 
Philadelphia, Pa. 

Blanding, Miss Sarah G., president, Vassar College, Poughkeepsie, N.Y. 

Blaustein, Jacob, American Building, Baltimore, Md. 

Blecheisen, J., president, Rosiclare Lead & Fluorspar Mining Co., Rosiclare, IIL 

Blough, Roger M., chairman of the board, United States Steel Corp., 580 Park 
Avenue, New York, N.Y. 

Blumenthal, Rabbi Aaron, 208 Summit Avenue, Mount Vernon, N.Y. 

Bowles, Hon. Chester, Hayden’s Point, Essex, Conn. 

Bragdon, Dr. Helen, general director, American Association of University Women, 
1634 Eye Street NW., Washington, D.C. 

Brannan, Charles F., 2800 Woodley Road, Washington, D.C. 

Brod, Mrs. Albert T., 4000 Massachusetts Avenue NW., Washington, D.C. 

Brooks, Mrs. Wright W., chairman, World Relations Committee of United Church 
Women, 5056 Garfield Avenue South, Minneapolis, Minn. 

Brown, George R., vice president, Brown & Root Co., Houston, Tex. 

Brown, Mrs. Rollin, National Congress of Parents and Teachers, 700 Rush Street 
North, Chicago, Ill. 

Buck, Mrs. Pearl, John Day Co., 62 West 45th Street, New York, N.Y. 

Bullis, Harry A., board of General Mills, 400 Second Avenue, Minneapolis, Minn, 

Burns, Dr. Arthur F., Columbia University, New York, N.Y. 

Butler, Paul M., chairman, Democratic National Committee, 1001 Connecticut 
Avenue NW., Washington, D.C. 

Cahn, Mrs. Moise, president, National Council of Jewish Women, 1 West 47th 
Street, New York, N.Y. 

Campbell, Boyd A., 116 South Street, Jackson, Miss. 

Canfield, Cass, Harper & Bros., 49 East 32d Street, New York, N.Y. 

Carey, James B., president, International Union of Electrical, Radio and Machine 
Workers, AFL-CIO, 1126 16th Street NW., Washington, D.C. 
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Carter, Edward W., president, Broadway-Hale Stores, Inc., Los Angeles, Calif. 

Cerf, Bennett, Random House, 457 Madison Avenue, New York, N.Y. 

Chapin, Comdr. A. W., U.S. Naval Reserve, president, Naval Reserve Association, 
National Press Building, Washington, D.C. 

Chasin, Benjamin H., national commander, Jewish War Veterans, 1710 New 
Hampshire Avenue NW., Washington, D.C. 

Clapper, Mrs. Raymond, 4000 Cathedral Avenue NW., Washington, D.C. 

Clark, Paul F., chairman of the board, John Hancock Life Insurance Co., 200 
Berkeley Street, Boston, Mass. 

Clay, Gen. Lucius D., chairman, Continental Can Co., 100 Bast 42d Street, New 
York, N.Y. 

Clayton, William, 5300 Carolina Boulevard, Houston, Tex. 

Clement, Dr. Rufus E., president, Atlanta University, Atlanta, Ga. 

Clinchy, Dr. Everett R., president, World Brotherhood, Inc., 43 West 57th Street, 
New York, N.Y. 

Commager, Dr. Henry Steel, 542 West 114th Street, New York, N.Y. 

Conant, Dr. James B., 588 Fifth Avenue, New York, N.Y. 

Cooper, Owen, Mississippi Chemical Corp., Yazoo, Miss. 

Cortney, Philip, U.S. Council of the International Chamber of Commerce, Inc., 
103 Park Avenue, New York, N.Y. 

Cousins, Norman, The Saturday Review of Literature, 25 West 45th Street, New 
York, N.Y. 

Cowen, Myron, 1000 Connecticut Avenue NW., Washington, D.C. 

Cowles, Gardner, president, Cowles Magazine, Inc., 488 Madison Avenue, New 
York, N.Y. 

Cushing, Archbishop R. J., Lake Street, Brighton, Mass. 

Dahlberg, Rev. Edwin T., president, National Council of Churches of Christ, 297 
Fourth Avenue, New York, N.Y. 

Dalrymple, Mrs. John., 2400 Pillsbury Avenue, Minneapolis, Minn. 

Darden, Dr. Colgate W., Jr., president, University of Virginia, Charlottesville, Va. 

Davidson, Rabbi Max D., vice president, Synagogue Council of America, Post 
Office Box 15, Perth Amboy, N.J. 

Davied, Mrs. Camille, McCall’s magazine, 230 Park Avenue, New York, N.Y. 

Decker, William C., president, Corning Glass Works, Corning, N.Y. 

DeMarco, Dr. Roland R., president, Finch College, 58 East 78th Street, New 
Ore, N.Y. 

Dickey, Dr. John Sloan, president, office of the president, Dartmouth College, 
Hanover, N.H, 

Diehl, Mrs. Ambrose N., 2626 Velejo Street, San Francisco, Calif. 

Dillin, Dr. Harry, president, office of the president, Linfield College, McMinn- 
ville, Oreg. 

Disney, Walt, Walt Disney Productions, 2400 West Alameda Avenue, Burbank, 
Calif. 

Dodd, Noris E., 1314 East Palo Verde Drive, Phoenix, Ariz. 

Dodds, Dr. Harold W., Princeton, N.J. 

Douglas, Hon. Lewis W., Care of South Arizona Bank & Trust Co., Tucson, Ariz. 

Dubinsky, David, International Ladies Garment Workers Union, 1710 Broadway, 
New York, N.Y. 

Duke, Angier Biddle, 255 Fourth Avenue, New York, N.Y. 

Dun, Rt. Rev. Angus, Washington Cathedral, Mount St. Alban, Washington, D.C. 

Dunstan, Mrs. E. M., Agnes Scott College, Decatur, Ga. 

Dwight, William, president American Newspaper Publishers Association, Care of 
Transcript Telegram, 180 High Street, Holyoke, Mass. 

Edwards, Mrs. India, director, Washington office of the New York State Depart- 
ment of Commerce, 4000 Massachusetts Avenue N.W., Washington, D.C. 

Hisendrath, Rabbi Maurice, 838 Fifth Avenue, New York, N.Y. 

Eisenhower, Dr. Milton S., president, Johns Hopkins University, Baltimore, Md. 

Engel, Samuel G., president, Screen Producers Guild, 141 El Camino Drive, 
Beverly Hills, Calif. 

Evans, L. M, president, National Small Businessmen’s Association, 801 19th 
Street NW., Washington, D.C, 

Farley, James A., Coca-Cola Export Corp., 515 Madison Avenue, New York, N.Y. 

Farrington, Mrs. Joseph, Honolulu Star Bulletin, Honolulu, T.H. 

Feinberg, Abraham, 425 Fifth Avenue, New York, N.Y. 

Feldman, Rabbi Abraham J., 701 Farmington Avenue, Hartford, Conn. 

Feller, Karl F., president, International Union of United Brewery, AFL-CIO, 

2347 Vine Street, Cincinnati, Ohio. 
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Fellows, Harold E., president, National Association of Broadcasters, 1771 N 
Street NW., Washigton, D.C. 

Ferebee, Dr. Dorothy B., medical director, Howard University, 2960 13th Street 
NE., Washington, D.C. 

Feuerstein, Moses, care of Malden Mills, 450 Seventh Avenue, New York, N.Y. 

Finletter, Hon. Thomas K., 151 East 79th Street, New York, N.Y. 

Firestone, Harvey S., Jr., Firestone Tire & Rubber Co., 1200 Firestone Parkway, 
Akron, Ohio. 

Fleming, Lamar, Jr., chairman of board, Anderson, Clayton & Co., Post Office 
Box 2538, Houston, Tex. 

Florence, Fred, president, Republic National Bank of Dallas, Pacific and Ervay 
Streets, Dallas, Tex. 

Foster, Luther H., president, Tuskegee Institute, Tuskegee, Ala. 

Foster, William C., executive vice president, Olin Mathieson Chemical Corps., 
1000 Connecticut Avenue NW., Washington, D.C. 

Freeman, Gordon M., president, International Brotherhood of Electrical Workers, 
AFL-CIO, 1200 15th Street, NW., Washington, D.C. 

Freeman, Hon. Orville L., Governor of Minnesota, St. Paul, Minn. 

Freund, Dr. Miriam, president Hadassah, 65 East 52d Street, New York, N.Y. 

Fuqua, Noland J., National Association of Soil Conservation Districts, Duncan, 
Okla. 

Gamble, Fred, president, American Association of Advertising Agencies, 420 
Lexington Avenue, New York, N.Y. 

Gibbons, Miss Mary L., R.F.D. 1, Mount Sinai, Long Island, N.Y. 

Gilbreth, Dr. Lillian, 433 West 21st Street, New York, N.Y. 

Givens, Dr. William E., 1733 16th Street NW., Washington, D.C. 

Gleason, John M., national director, Boys Clubs of America, 381 Fourth Avenue, 
New York, N.Y. 

Gleazer, Dr. Edmund J., Jr., president, American Association of Junior Colleges, 
1785 Massachusetts Avenue NW., Washington, D.C. 

Gleuck, Dr. Nelson, president, Hebrew Union College, Cincinnati, Ohio. 

Goheen, Dr. Robert F., president, Princeton University, Princeton, N.J. 

xoldenson, Leonard, 1501 Broadway, New York, N.Y. 

Gordon, Miss Dorothy, New York Times, Times Square, New York, N.Y. 

Grace, J. Peter, president, Grace Lines, Inc., 7 Hanover Square, New York, N.Y. 

Graham, Miss Martha, 316 East 63d Street, New York, N.Y. 

Granger, Lester, National Urban League, 1133 Broadway, New York, N.Y. 

Granskou, Dr. Clems, president, St. Olaf College, Northfield, Minn. 

Griswold, Dr. Erwin N., dean, Harvard Law School, Langdell Hall, Cambridge, 
Mass. 

yross, Ernest A., 63 Wall Street, New York, N.Y. 

yruenther, Gen. Alfred M., president, American National Red Cross, 2025 BD 
Street NW., Washington, D.C. 

Gunther, John, care of Harper & Bros., 49 East 33d Street, New York, N.Y. 

Hall, Joyce C. (Mr.), president, Hallmark Cards, 25th and McGee, Kansas City, 
Mo. 

Hammerschmidt, Judge Louis M., 718 J.M.S. Building, South Bend, Ind. 

Hand, Judge Learned, 142 East 65th Street, New York, N.Y. 

Hannah, Dr. John A., president, Michigan State University, East Lansing, Mich. 

Harnwell, Dr. Gaylord P., president, University of Pennsylvania, Philadelphia, 
Pa. 

Harriman, Mrs. E. Roland, Arden, N.Y. 

Harriman, Mrs, J. Borden, 1504 26th Street NW., Washington, D.C. 

Harris, Dr. Rufus C., president, Tulane University, 1776 State Street, New 
Orleans, La, 

Harrison, George M., president, Brotherhood of Railway Clerks, AFL-CIO, 7th 
Floor, Court and Vine Streets, Cincinnati, Ohio. 

Hartung, A. F., president, International Woodworkers of America, AFL-CIO, 
418 Governor Building, Portland, Oreg. 

Hatcher, Dr. Harland, president, University of Michigan, Ann Arbor, Mich. 

Hayes, A. J., president, International Association of Machinists, 1300 Connecti- 
cut Avenue NW., Washington, D.C. 

Hayes, Miss Helen, Nyack, N.Y. 

Heffelfinger, Mrs. F. Peavy, Wakefield Farms, R.F.D. 2, Wayzate, Minn. 

Height, Miss Dorothy, president, National Council of Negro Women, 1318 
Vermont Avenue NW., Washington, D.C. 





| 





et 


e, 


18 


MUTUAL SECURITY ACT OF 1959 989 


Heinz, H. J., II, president, H. J. Heinz Co., Pittsburgh, Pa. 

Hickey, Miss Margaret, public affairs editor, Ladies Home Journal, Philadelphia, 
Pa. 

Hilburn, Dr. Ben F., president, Mississippi State College, State College, Miss. 

Hilson, Mrs. Edwin, Waldorf Towers, 29-H, East 50th Street, New York, N.Y. 

Hilton, Dr. James H., president, Iowa State University, Ames, Iowa. 

Hobby, Mrs. Oveta Culp, president, The Houston Post, Houston, Tex. 

Hoffman, Mrs. Claire, G., 20 El Cerrito Avenue, San Mateo, Calif. 

Hoffman, Paul G., 1489 El Mirador Drive, Pasadena, Calif. 

Holman, Eugene, chairman of the board, Standard Oil Co., (New Jersey), 30 
Rockefeller Plaza, New York, N.Y. 

Horton, Mrs, Douglas, 44 Francis Avenue, Cambridge, Mass. 

Houghton, Mrs. Hiram, Red Oak, Iowa. 

Houser, T. V., director, Sears Roebuck & Co., Chicago, III. 

Hovde, Dr. Frederick, president, Purdue University, Lafayette, Ind. 

Hoyt, Palmer, editor, the Denver Post, Denver, Colo. 

Hughes, Judge Sarah T., judge of the 14th district court, Dallas, Tex. 

Humphrey, Dr. G. D., president, University of Wyoming, Laramie, Wyo. 

Hutcheson, Maurice A., president, United Brotherhood of Carpenters & Joiners 
of America, Carpenters Building, Indianapolis, Ind. 

Jackson, C. D., 400 East 59th Street, New York, N.Y. 

Jacobs, Bernath L., 3080 Broadway, New York, N.Y. 

Jessup, Dr. Philip C., president, Woodrow Wilson Foundation, 45 East 65th 
Street, New York, N.Y. 

Johnson, Dr. Joseph E., 345 East 46th Street, New York, N.Y. 

Johnson, Col. Louis A., chairman, Council of National Organizations, 1100 
Shoreham Building, Washington, D.C. 

Johnson, Dr. Mordecai, president, Howard University, 2400 Sixth Street, Wash- 
ington, D.C. 

Johnston, Eric, president, Motion Picture Association of America, 1600 Eye 
Street NW., Washington, D.C. 

Kaye, Danny, care of William Morris Agency, 202 North Canon Drive, Beverly 
Hills, Calif. 

Keller, Mrs. Charles, Jr., 1701 Arabella Avenue, New Orleans, La. 

Kennedy, Bishop Gerald H., 5250 Santa Monica Boulevard, Los Angeles, Calif. 

Kennedy, William P., president, Brotherhood of Railroad Trainmen, Standard 
Building, Cleveland, Ohio. 

Kerr, Dr. Clark, chancellor, University of California, 8300 Buckingham Drive, 
El Cerrito, Calif. 

Killion, George, president and director, American President Lines, Ltd., 311 
California Street, San Francisco, Calif. 

Kirk, Dr. Grayson, president, Columbia University, New York, N.Y. 

Klutznick, Philip M., president, B’nai B'rith, 1640 Rhode Island Avenue NW., 
Washington, D.C. (send correspondence to 30 Plaza, Park Forest, I11.). 

Knapp, Mrs. Vernon, 1404 Pennsylvania Avenue, North Roswell, N. Mex. 

Knight, O. A., president, Oil, Chemical and Atomic Workers International Union, 
AFL-CIO, 1840, California Street, Denver, Colo. 

Kring, Rev. Walter D., American Unitarian Association, 1157 Lexington, Avenue, 
New York, N.Y. 

Lapham, Roger D., 215 Market Street, San Francisco, Calif. 

Larmon, Sigurd S8., president, Young & Rubicam, Ine., 285 Madison Avenue, New 
York, N.Y. 

Lasker, Mrs. Albert, Chrysler Building, East 42d Street, New York, N-Y. 

Lazarus, Fred, Jr., chairman of the board, Federated Department Stores, Inc., 
Federated Building, Cincinnati, Ohio. 

Lee, Mrs. John G., president, League of Women Voters of the United States, 
1026 17th Street NW., Washington, D.C. 

Lehman, Hon. Herbert H., 820 Park Avenue, New York, N.Y. 

LeTourneau, R. C., president, R. G. LeTourneau, Inc., Longview, Tex. 

Lewis, Jerry, 1048 North Amalfi Drive, Pacific Palisades, Calif. 

Lewis, Mrs. Richmond, Halladay Avenue, Suffield, Conn. 

Ligutti, Rev. Msgr. Luigi, 3801 Grand Avenue, Des Moines, Iowa 

Lloyd-Jones, Dr. Esther, 480 West 116th Street, New York, N.Y. 

Lord, Mrs. Oswald B., 770 Park Avenue, New York, N.Y. 

Louchheim, Mrs. Katie, Democratic National Committee, 1001 Connecticut 
Avenue, Washington, D.C. 

Lovejoy, Phillip, 2015 Bennett Avenue, Evanston, II. 








990 


Loy, Miss Myrna, 411 West End Avenue, New York, N.Y. 

Lucey, Archbishop Robert E., 230 Dwyer Avenue, San Antonio, Tex. 

McCormick, Charles, McCormick Tea Co., Baltimore, Md. 

McDonald, David, president, United Steelworkers of America, AFL-CIO, 1500 
Commonwealth Building, Pittsburgh, Pa. 

McFetridge, William L., president, Building Service Employees International 
Union, AFL-CIO, 155 North Wacker Drive, room 730, Chicago, Il. 

McGhee, George C., McGhee Production Co., 2420 Republican National Bank 
Building, Dallas, Tex. 

McGill, Ralph, editor, the Atlanta Constitution, Atlanta, Ga. 

McIntosh, Mrs. Millicent C., president, Barnard College, Columbia University, 
New York, N.Y. 

McKee, Frederick, president, National Casket Co., Inc., 60 Massachusetts Ave- 
nue, Boston, Mass. 

Laurin, B. F., vice president, Brotherhood of Sleeping Car Porters, AFL-CIO, 
217 West 125th Street, New York, N.Y. 

Mahoney, Mrs. Robert, president, National Council of Catholic Women, 1312 
Massachusetts Avenue NW., Washington, D.C. 

Mann, Frederick R., 1420 Walnut Street, Philadelphia, Pa. 

Marcus, Stanley, Neiman-Marcus Co., Dallas, Tex. 

Mark, Rabbi Julius, vice president, Synagogue Council of America, 1 Kast 65th 
Street, New York, N.Y. 

Markel, Lester, 135 Central Park West, New York, N.Y. 

Marshall, Norman S., national commander, the Salvation Army, 120-130 West 
14th Street, New York, N.Y. 

Martin, Dr. S. Walter, president, Emory University, Atlanta, Ga. 

Martin, Bishop W. C., 1910 Main Street, Dallas, Tex. 

May, Armand, American Associated Cos., Atlanta, Ga. 

Mayo, Dr. Charles W., Mayo Clinic, Rochester, Minn. 

Mead, Miss Margaret, American Museum of Natural History, 15 West 77th 
Street, New York, N.Y. 

Meany, George, president, AFL-CIO, 815 16th Street NW., Washington, D.C. 

Meissner, Mrs. Robert C., Burr Ridge, Hinsdale, T11. 

Mendle, Mrs. Maurice E., 748 Calla Road, St. Louis, Mo. 

Mesta, Hon. Perle, 4040 52d Street, NW., Washington, D.C. 

Meyerhoff, Joseph, 10 East Fayette Street, Baltimore, Md. 

Meyner, Gov. Robert B., Office of the Governor, Trenton, N..J. 

Michael, The Most Rev. Archbishop, 10 East 79th Street, New York, N.Y. 

Miller, Robert C., president, National Association TV and Radio Farm Directors, 
Station WDW, Cincinnati, Ohio. 

Millikan, Dr. Max F., director, Center for International Studies, Massachusetts 
Institute of Technology, Cambridge, Mass. 

Ming, William R., American Veterans Committee, 1037 East 49th Street, Chicago, 
Til. 

Moore, Mrs. Maurice T., chairman, Foreign Division of National Board of YWCOA, 
1000 Park Avenue, New York, N.Y. 

Moron, Dr. Alonzo, president, Hampton Institute, Hampton, Va. 

Murphy, Dr. F. D., chancellor, University of Kansas, Lawrence, Kans. 

Murphy, Dr. Walter, editorial director, American Chemical Society Applied 
Publications, 1155 16th Street, NW., Washington, D.C. 

Myers, Dr. W. I., dean, College of Agriculture, Cornell University, Ithaca, N.Y. 

Nason, John, president, Foreign Policy Association, 345 East 46th Street, New 
York, N.Y. 

Nevins, Dr. Allan, 122 Park Avenue, Bronxville, N.Y. 

Newsom, Herchel D., master, National Grange, 744 Jackson Place NW., Wash- 
ington, D.C. 

Newton, Dr. Quigg, president, University of Colorado, Boulder, Colo. 

Niebuhr, Dr. Reinhold, Union Theological Seminary, Broadway and 120th 
Streets, New York, N.Y. 

er Mrs. Richard L., Office of the Vice President, The Capitol, Washington, 
».C. 

O’Boyle, His Excellency Archbishop Patrick A., 1721 Rhode Island Avenue, 
NW., Washington, D.C. 

O’Connor, Basil, 120 Broadway, New York, N.Y. 

Odlum, Floyd B., president, Atlas Corp., 33 Pine Street, New York, N.Y. 

Olpin, Dr. Albert R., University of Utah, Salt Lake City, Utah. 
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Oxnam, Bishop G. Bromley, 100 Maryland Avenue NE., Washington, D.C. 

Pace, frank Jr., president, General Dynamics, Corp., 445 Park Avenue, New 
York, N.Y. 

Palmer, Hazel, president, National Federation of Business and Professional 
Women’s Clubs, 2012 Massachusetts Avenue, NW., Washington, D.C. 

Parsons, Mrs. William Barclay, president, National Council of Women, 345 East 
46th Street, New York, N.Y. 

Patton, James G., president, National Farmer’s Union, 700 Bond Building, Wash- 
ington, D.C. 

Patterson, W. A., president, United Air Lines, United Air Lines Building, 
Chicago, ILL. 

Pauley, kdwin W., 717 North Highland Avenue, Los Angeles, Calif. 

Peale, Rev. Norman Vincent, Marble Collegiate Church, New York, N.Y. 

Percy, Charles H., president, Bell & Howell, 7100 McCormick Road, Chicago, Ill. 

Pettys, Mrs. Alonzo, Sterline Advocate, Sterling, Colo. 

Pike, the Very Reverend Dean James, Catheural of St. John the Divine, New 
York, N.Y. 

Poling, Dr. Paul N., First Presbyterian Church, 340 North Winter Street, Salem, 
Oreg. 

Porter, Miss Silvia, 2 Fifth Avenue, New York, N.Y. 

Potofsky, Jacob S., president, Amalgamated Clothing Workers, 15 Union Square, 
New York, N.Y. 

Prout, Mrs. R. I. C., president, General Federation of Women’s Clubs, 1735 N. 
St.eet NW., Washington, D.C. 

Pusey, Dr. Nathan M., president, Harvard University, Cambridge, Mass. 

Rabi, Dr. Isidore Isaac, 450 Riverside Drive, New York, N.Y. 

Reed, Ralph T., president, American Express Co., 65 Broadway, New York, N.Y. 

Reid, Mrs. Helen R., 834 Fifth Avenue, New York, N.Y. 

Reuther, Walter P., president, United Auto Workers, 8000 East Jefferson Avenue, 
Detroit, Mich. 

Reynolds, Quentin, Bedford Village, N.Y. 

Reynolds, Richard 8., Jr., president, Reynolds Metals Co., Reynolds Metals Build- 
ing, Richmond, Va. 

Rhyne, Charles 8., president, American Bar Association 839 17th Street NW., 
Washington, D.C. 

Ridder, Herman H., president and director, Ridder Publications, Independent- 
Press-Telegram, Sixth and Pine, Long Beach, Calif. 

Robert, L. W., Jr., chairman, Robert & Co., Inc., Atlanta, Ga. 

Robinson, William E., president, Coca-Cola Co., 515 Madison Avenue, New York, 
N.Y. 

Rockefeller, Nelson, 30 Rockefeller Plaza, New York, N.Y. 

Roebling, Mrs. Mary G., president, Trenton Trust Co., 28 West State Street, Tren- 
ton, N.J. 

Roosevelt, Mrs. Eleanor, Hyde Park, N.Y. 

Roper, Elmo, Jr., 30 Rockefeller Plaza, New York, N.Y. 

Ruml, Beardsley, 60 East 56th Street, New York, N.Y. 

Rusk, Dean, 49 West 49th Street, New York, N.Y. 

Russell, Hon. Charles H., Governor of Nevada, Carson City, Nev. 

Russell, Harold, vice president, World of Veterans Fund, 350 Lexington Avenue, 
Suite 404, New York, N.Y. 

Russell, J. Stuart, farm editor, The Des Moines Register & Tribune, 715 Locust 
Street, Des Moines, Iowa. 

Sarnoff, Gen. David, chairman of the board, Radio Corp. of America, 30 Rocke- 
feller Plaza, New York, N.Y. 

Scherman, Harry, chairman of the board, Book-of-the-Month Club, Ine., 345 
Hudson Street, New York, N.Y. 

Schlesinger, Arthur, Jr., 95 Widener Library, Cambridge, Mass. 

Sharfman, Rabbi Solomon, 1046 East 10th Street, Brooklyn, N.Y. 

Shaw, Mrs. George Hamlin, 435 East 52d Street, New York, N.Y. 

Shearer, Charles E., Jr., president, Junior Chamber of Commerce of the United 
States, Jaycee Boulevard and Main Street, Box 7, Tulsa, Okla. 

Sheen, the Most Reverend Fulton J., 366 Fifth Avenue, New York, N.Y. 

Shepley, Ethan A. H., chancellor, Washington University, St. Louis, Mo. 

Sherrill, Rt. Rev. Henry Knox, 281 Fourth Avenue, New York, N.Y. 

Shuster, George N., president, Hunter College, 695 Park Avenue, New York, N.Y. 

Silver, Rabbi Abba Hilel, The Temple, East 105th Street and Ansel Road, Cleve- 
land, Ohio. 
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Sloan, Alfred P., Jr., 30 Rockefeller Plaza, New York, N.Y. 

Smith, Bishop Julian, vice president, National Council of Churches, 8121 South 
Calumet Avenue, Chicago I. 

Smith, S. Abbot, president, Thomas Strahan Co., Heard and Maple Streets, 
Chelsea, Mass. 

Snavely, Guy Everett, 2122 Massachusetts Avenue NW., Washington, D.C. 

Spaeth, Dr. Sigmund, 400 East 58th Street, New York, N.Y. 

Spang, Joseph P., Jr., chairman of the board, Gillette Co., 15 West First Street, 
Boston, Mass. 

Spragens, Dr. Thomas A., president, Centre College, Danville, Ky. 

Stevens, Roger, 745 Fifth Avenue, New York, N.Y. 

Stevenson, Hon. Adlai E., 231 South La Salle Street, Chicago, Ill. 

Stevenson, Dr. William E., president, Oberlin College, Oberlin, Ohio. 

Strauss, Miss Anna Lord, president, Carrie Chapman Catt Memorial Fund, 27 

Jast 69th Street, New York, N.Y. 

Stulman, Julius, Stulman Emrick Lumber Co., Green and West Streets, Brook- 
lyn, N.Y. 

Taft, Charles P., 906 First National Bank Building, Cincinnati, Ohio. 

Tapp, Jesse W., chairman, board of directors, Bank of America, 666 South Spring 
Street, Los Angeles, Calif. 

Taubman, Mrs. George, Jr., 274 Park Avenue, Long Beach, Calif. 

Taylor, Miss Elizabeth P., 605 West Third Street, Little Rock, Ark. 

Taylor, Mrs. Mamie, Georgia Power Co., Atlanta, Ga. 

Teller, Edward, University of California, Berkeley, Calif. 

Thackrey, Russell I., executive secretary, American Association of Land Grant 
Colleges & State Universities, 1785 Massachusetts Avenue NW., Washing- 
ton, D.C. 

Tharp, Dr. Charles Doren, University of Miami, Coral Gables, Fla. 

Theophilus, Dr. D. R., president, University of Idaho, Moscow, Idaho. 

Thomson, J. Cameron, chairman of the board, Northwest Banking Corp., North- 
western Bank Building, Minneapolis, Minn. 

Trippe, Juan T., president, Pan American World Airways, Inc., 135 East 42d 
Street, New York, N.Y. 

Tugman, Mrs. Lena Wbeling, the Sherwin-Williams Co., 101 Prospect Avenue, 
Cleveland, Ohio. 

Tydings, Mrs. Eleanor, Oakington Farms, Havre de Grace, Md. 

Vanderbilt, Alfred G., World Veterans Fund, 345 East 46th Street, New York, 
Nea. 

Van Doren, Charles, care of Columbia University, New York, N.Y. 

Vincent, Walter, 1585 Broadway, New York, N.Y. 

Von Braun, Dr. Wernher, Army Ballistic Missile Agency, Redstone Arsenal, 
Huntsville, Ala. 

Voorhis, H. J., Cooperative League of the U.S., 353 South Dearborn Street, Chi- 
cago, Ill. 

Wagner, Mayor Robert, City Hall, New York, N.Y. 

Watson, Thomas J., Jr., president, International Business Machines Corp., 590 
Madison Avenue, New York, N.Y. 

Waymack, William W., R.F.D. 3, Adel, Iowa 

Webb, James E., director, Kerr-McGee Oil Industries, Inc., Second and Robin- 
son Streets, Oklahoma City, Okla. 

Wedel, Mrs. Theodore 0., president, United Church Women, 3508 Woodley 
Road NW., Washington, D.C, 

Weeks, Edward A., Jr., the Atlantic Monthly, 8 Arlington Street, Boston, Mass. 

Weeks, Dr. I. D., president, University of South Dakota, Vermillion, 8S. Dak. 

Weisfield, Leo, Weisfield’s Jewelers, 1511 Fifth Avenue, Seattle, Wash. 

Wells, Dr. Herman B., president, Indiana University, Bloomington, Ind. 

Welman, Joseph C., president, American Bankers Association, 730 15th Street 
NW., Washington, D.C. 

Weyerhauser, Mrs. Fred, 294 Summit Avenue, St. Paul, Minn. 

White, Walter, consultant, Business Advisory Board, 2546 Massachusetts Ave- 
nue NW., Washington, D.C. 

White, Dr. W. R., president, Baylor University, Waco, Tex. 

Whitney, Hon. John Hay, 630 Fifth Avenue, New York, N.Y. 

Willkie, Mrs. Wendell, 20 East 76th Street, New York, N.Y. 

Wilson, Mrs. Horace, Route 1, Amarillo, Tex. 

Wilson, Dr. Logan, president, University of Texas, Austin, Tex. 
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Wilson, Dr. O. Meredith, president, University of Oregon, Eugene, Oreg. 

Woodhouse, Mrs. Chase G., director, Service Bureau for Women’s Organiza- 
tions, 956 Main Street, 11th floor, Hartford, Conn. 

Woznicki, Rt. Rev. Stephen 8., 1555 Washington Avenue South, Saginaw, Mich. 

Wriston, Dr. Henry, 55 Power Street, Providence, R.I. 

Yivisaker, Dr. J. W., president, Luther College, Decorah, Iowa. 

Ziegler, Mrs. Emily, president, Soroptimists, 3921 Ocean Front Walk, San Diego, 
Calif. 


ATTITUDE TOWARD MUTUAL SECURITY PROGRAM 


Senator Lauscner. Are you of the opinion that the mutual security 
program does constitute an integral part of our national defense or 
not 

Mr. JoHNSTON. Yes, Senator, I am convinced that it does, from my 
own personal experiences abroad. 

Senator Lauscue. On that basis you are of the belief that our na- 
tional security would be impaired unless a healthy, reasonably well 
administered mutual security program was carried on? 

Mr. Jounston. Yes, Senator, I believe that. 

Senator Lauscue. Now then, you advocate that, in trying to de- 
velop economically those nations which lean toward the West, we 
should do so more by loans rather than outright grants? 

Mr. Jounston. Yes, sir: I believe that. 

Senator Lauscue. And to that extent you subscribe substantially 
to what Senator Capehart and many others have said ? 

Mr. Jounston. Yes, sir; I do. 

Senator Lauscne. And you also agree in a measure, though not 
completely, with the testimony given by Mr. Straus here this morning ? 

Mr. Jounston. Y es, sir; I am familiar with his program, and I do. 


LOANS AND GRANTS UNDER AID PROGRAM 


Senator Lauscue. Are you of the belief that we can totally abandon 
the grant phase of the program and base it solely upon loans—let us 
say direct loans, or guaranteed loans ? 

Mr. Jonnston. No, sir; [am not. I do not think you can abandon 
grants completely. 1 think you can do away with a great deal of 
it, but I do not think you can abandon grants completely. 

"There are areas of the wor ld, and there are reasons and circumstances 
where grants will have to be made, and not loans, but they should be 
kept to the minimum, to the irreducible minimum, and they can be 
minimized to a great extent over what has recently now been done. 

Senator Lauscue. Some nations are struggling to establish internal 
economies, but their present situation is so destitute that the proposal] 
to give them aid merely by loans would not achieve the purpose and, 
furthermore, repayment of such loans could not be carried out; am I 
correct in saying that? 

Mr. Jounston. You are absolutely correct. It would be fictitious 
to anticipate that you could have repayment from these countries under 
any foreseeable c onditions that now exist. 


LONG-RANGE APPROPRIATION FOR 5-YEAR DLF 


Senator Lauscue. You do know that the administration’s request 
for the Mutual Loan Development Fund is $700 million? 
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Mr. Jounston. Yes, sir. 

Senator Lauscne. That is for the fiscal year of 1960. 

Mr. Jounston. Yes, sir. 

Senator Lauscur. Do you suggest that it be lifted to $1 billion a 
year ¢ 

Mr. Jounston. Yes, sir; for 5 years. 

Senator Lauscne. Why do you suggest that it be made for a con- 
tinuous period of 5 years? 

Mr. Jounston. To give continuity to the program so that planning 
can be arranged ahead. You know, Senator, that most of these proj- 
ects require a long period of time in planning and execution and it is 
wasteful to expect that you can do something within a period of 1 
year and get results. 

An Ambassador from a well known country we have given a good 
deal of money to told me long ago if they had known years ago ‘that 
they would have gotten the amount of money that they had received 
from our country, they could have been much more effective in its 
use than they have been because they got year-to-year appropriations 
or amounts. 

So I think that we need continuity. As a businessman I do not 
know how I can run my business unless I have continuity in it, un- 
less I can plan a few years ahead as to what I am going to do. It 
is certainly true in world affairs, even to a greater extent, “Senator. 


HELPING FRIENDLY NATIONS TO BUILD STRONG INTERNAL ECONOMIES 


Senator Lauscue. I take it from what you said that in your 
judgment the best way to help these nations which are friendly to- 
ward us and want to lean toward the West, is by aiding them in the 
development of their own economies ? 

Mr. Jounsron. That is right. 

Senator Lauscur. And that you would want them to help them- 
selves, but in the effort to help themselves you would give them all 
reasonable aid that we could afford ¢ 

Mr. Jounston. That is exactly right. That gives them a stake 
and status in society; they feel they belong to the community of na- 
tions. They have hope that they can make progress, and they are go- 
ing to then do it under free methods, in my opinion, rather than un- 
der some form of slave method. 

Senator Lauscue. To that extent then you concur quite substan- 
tially, I observe, with what Mr. Straus has said—that we should aid 
these nations in the development of their own systems of free enterprise 
so that they will produce, give work, and incidentally, develop a stable 
government through a stable economy. 

Mr. Jounston. Exactly right, Senator. 

Senator Lauscue. You are here then to urge this general program 
as a part of our national defense ? 

Mr. Jounston. Yes, Senator, I am. 


GUARANTEED DIRECT LOANS 


Senator Lauscuer. Now, then, with regard to the matter of guaran- 
teeing direct loans—do you want to express an opinion on ‘the ad- 
rantages and disadvantages of the proposal ? 
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Mr. Jonnston. Yes. I think that guaranteed loans, the DLF can 
use their funds in some instances effectively in guaranteeing or put- 
ting up a portion of the senior capital on enterprises. 

For instance, if a fertilizer plant is needed in India, it is possible 
that a private enterprise can build that fertilizer plant much more 
effectively than a government could build it. I would encourage pri- 
vate enterprise to do it, allowing private enterprise in conjunction 
with local Indian capital, to put up 50 or 60 percent of the funds 
required, or more, allowing a bank in America or elsewhere to loan 
the balance, but because that is a foreign loan, and perhaps has some 
question about it, DLF could guarantee that bank that their funds, 
or at least 75 or 60 or 70 percent of them will be guaranteed by the 
Government. 

In that way DLF multiplies its capacity to do good from the $1 
billion that I suggested to, perhaps, $2 billion or $3 billion and, there- 
fore, we can make much greater progress. 


INFLATIONARY EFFECT OF “DUMPING” COUNTERPART FUNDS 


Senator Lauscue. I observed your answers quite carefully about 
how counterpart and local funds should be used. You mentioned 
that there are situations where, if you threw huge quantities of local 
funds or counterpart funds into the market, you would create an in- 
flationary condition that might imperil the government. 

Mr. Jounston. Right. 

Senator Lauscue. That is your view? 

Mr. Jounston. That is possible. These foreign situations are al- 
most all different. You cannot take a general pattern and say that 
this applies to all countries, because conditions vary in countries and, 
ieulexe, what would cause inflationary tendencies in one might not 
in the other. 

But if the dumping of our funds or in any other way causes in- 
flation in a country or disrupts the economy so that the government 
loses its authority, we are not getting stability in the area of the 
the world; we are getting instability, and instability usually 
breeds violence and breeds a tendency toward trying other regimes, 
maybe of a nature which would be completely inimical to our own. 

Senator Lauscue. For your information, in Greece we have several 
billion drachmas, worth around $118 million in U.S. money. That 
money has been lying idle since probably your days there in 1949, 
or 1950. 

Both the Greek Government and our Government have agreed, 
through consultation with experts, that if you dump those drachmas 
into the Greek economy now the damage done to all would be greater 
than the good that would come to the few who would get the benefit 
of that expenditure. 

Mr. Jounston. I am glad to have you state that, Senator, and I 
think it is undoubtedly accurate. 

Senator Lauscue. That is all I have, Mr. Chairman. 

Senator Green. Thank you. The time is passing, and we will 
have to adjourn by 12:35. 

The committee will then reconvene at 2:30, not in this room, but 
in F-53 in the Capitol. I anticipate we will have opportunity only 
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to hear the following witnesses before we adjourn in this room: Mr, 
Foster and Dr. Stone. So the other scheduled witness will be heard 
this afternoon in the other room. 

I will now call on Mr. William C. Foster, executive vice president of 
the Olin Mathieson Chemical Corp., to represent the chamber of 
commerce. 

Mr. Foster, will you proceed. 


STATEMENT OF WILLIAM C. FOSTER, REPRESENTING CHAMBER 
OF COMMERCE OF THE UNITED STATES 


Mr. Fosrer. I know the pressure is on your time, sir, and I would 
like to submit a complete document for the record, and I would like, 
if you agree, to read some extracts from it. 

My name is William C. Foster. I am a vice president and director 
of the Olin Mathieson Chemical Corp. In past years I have had the 
honor of serving as Under Secretary of Commerce, as Administrator 
of the Economic Cooperation Administration, and as Deputy Secre- 
tary of Defense. 

I appear here today on behalf of the Chamber of Commerce of the 
United States, to present its views on the proposed mutual security 
program for 1960. I am a member of the chamber’s committee on 
policy. Ihave with me Dr. Nystrom who is manager of the chamber’s 
international relations department. 


CHAMBER’S SUPPORT OF MUTUAL SECURITY 


The national chamber, Mr. Chairman, has supported the principle 
of mutual security since inception of the mutual security program. 
Less than a month ago the chamber membership reaflirmed this sup- 
port by passage of the following statement : 


The chamber supports the principle of mutual security as an instrument of 


U.S. foreign policy dedicated to the purpose of— 
1. Security for the United States and the other nations of the free world 


through assistance to their military establishments. 

2. Development of the economic resources and living standards of the peoples 
of the free world through cooperation and self-help. 

3. Encouragement of responsible political freedom and stability. 

4. Fulfillment of the traditional humanitarian aspirations of our people. 

This endorsement of the mutual security principle is not to be con- 
strued as blanket approval of every phase of a particular mutual 
security program or of the spending levels requested for these specific 
categories of aid. We do not believe that the value of the program 
can be measured directly by its costs; that is, we do not hold that 
the more money that is spent on it, the better its results must. be. 
Neither do we believe the program to be a giveaway. 


RECOMMENDATIONS FOR PROGRAM 


It is with a background of study and discussion based partly on 
detailed and sometimes conflicting reports that we present our recom- 
mendations concerning the proposed program. 

1. The resources of free enterprise should be utilized to an increas- 
ing degree in carrying out the purposes of the mutual security 
program and in countering the Communist bloc’s economic warfare. 
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Because we believe free enterprise is the best way to achieve and 
sustain beneficial economic development, Congress should encourage 
expanded private investment and the buildup of foreign private 
economies. In this way private investment, coupled with a healthy 
and growing international commerce, may eventially replace tax- 
supported economic aid. 

2. The American public and those peoples who are recipients of 
our aid need to be better informed concerning the objectives and 
operation of the mutual security program. 

Very little information concerning a proposed program is made 
available when a new budget is proposed in January. For example, 
beyond a short general statement by the President, the fiscal 1960 
Federal budget contains only an overall requested appropriation and 
five major breakdown classification figures with little, if any, detailed 
explanation. 

3. Programs of economic and technical assistance should be desig- 
nated to provide realistic benefits to the United States as well as to the 
recipient countries. 

We believe that these programs should assume neither the aspect of 
a welfare project nor that of an attempt to outbid the dubious offers 
of the Soviet Union. In order to add to the overall strength of the 
free world, their prime purpose should be to help the recipient nations 
in their efforts to attain stability. 

4. The administration’s total appropriation request of $3,929,- 
995,000 for the fiscal 1960 program should be reduced by $288,995,000 
to $3,641 million. 


BASES FOR CHAMBER’S RECOMMENDATIONS 


In reaching appropriation recommendations for each category of 
assistance the chamber had these guidelines in mind: 

1. A balanced budget was of prime importance to the national 
economy. 

2. The military threat of the Communist bloc, particularly in the 
lesser developed countries, was decreasing in importance as compared 
tothe growing economic offensive. 

3. There were expected to be $3.5 billion in unexpended balances 
for mutual security, of which $500 million would be unobligated. 

4. The United States could not provide all that is needed for the 
security of the free nations, nor completely underwrite their economic 
problems. It therefore became a question of applying sound judg- 
ment, based on a careful analysis of available facts, to determine a 
reasonable sum which might be allocated for these purposes as an 
investment in the future. 


MAJOR CATEGORIES OF AID PROGRAM 


These are our specific recommendations concerning the program’s 
major classifications: 
Development loan fund 


We recommend no reduction in the requested appropriation of 
$700 million for this form of assistance. 
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Technical cooperation 

We recommend that no reduction be made in the requested appro- 
ee of $211 million for this phase of the program. The chamber 
1as long regarded technical cooperation as a sound and realistic meth- 
od of assisting the economic development of lesser developed nations, 
It is our belief that this form of aid yields the greatest return for 
the dollars invested. 


Military assistance 

The appropriation request of $1.6 billion should be reduced by $85 
million to $1,515 million. 

In view of the changing nature of the Communist bloc’s threat it is 
our view that military assistance funds should not be increased over 
those appropriated for the current year. 

We recognize the intimate relationship between our military as- 
sistance and national defense programs and _ believe that military 
assistance appropriations should be made to the Department of De- 
fense, as a separately identified part of the Department of Defense 
budget. 

The secrecy aspects of certain parts of the military assistance pro- 
gram concern us. We well understand that classification of some 
information i is necessary for reasons of both security and diplomacy. 
It is disturbing, however, to learn from so responsible a source as the 
special House “subcommittee that classification can be employed to 
conceal instances of “pilferage” and “lack of cooperation from 


recipient governments.” 
Defense support 

We recommend that the request for this category of aid be reduced 
by $85 million, That is, from $835 million to $750 million, 

In general our reason for this is similar to that on which we based 
military assistance. 

In substance, defense support is, of course, a grant-in-aid. We 
consider loans as being far preferable to grants but recognize the cir- 
cumstances which necessitate a continuation of this form of assistance. 
Defense support aid should, however, be gradually tapered off as the 
economies of recipient countries are improved. 


Contingency fund 
There appears to be little justification for increasing the President’s 
contingency fund over the amount appropriated for the current year. 


We, therefore, recommend that the request for $200 million be reduced 
by $45 million to $155 million. 


Special assistance and other programs 

The administration is asking an appropriation of $383,995,000 for | 
this catchall category. We recommend that this be reduced by $73, 
995,000 to $310 million. 

The information available to us indicates that this amount, which 
is $3,407,500 more than was appropriated for the current year, ’ should 
be adequate to finance the various programs under this heading, in- 
cluding increases in administrative expenses stemming from salary 
adjustments. 

We look with favor on the broad objective of maintaining or pro- 
moting the political and economic stability of friendly countries where 
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the United States does not provide military assistance, but it is our 
belief that the figure we recommend is sufficient to do the job. 

In summary, Mr. Chairman, the national chamber supports the 
principles of the mutual security program and recommends that it be 
continued. Adoption of the foregoing recommendations will not only 
save approximately $289 million ‘but should, by encouraging the pru- 
dent administration of funds, result in a more efficient and effective 

rogram. 

Thank you, Mr. Chairman. 

I should be happy to attempt to answer any detailed questions. 

Senator Green. Thank you, Mr. Foster. ‘The committee will take 
into consideration your suggestions as to certain changes. 

I noticed that you laid stress on the charitable results as contrasted 
to the economic results, more so than the other witnesses have done, 

Mr. Foster. I used the word “humanitarian,” Mr. Chairman, and 
I believe that this does represent something that is close to the ideals 
and objectives of our people, and I believe it is an appropriate ful- 
fillment of such aspirations. 


OLIN-MATHIESON’S INTERNATIONAL ACTIVITIES AND INVESTMENTS 


Senator Green. Does your firm have some economic interests di- 
rectly in these matters ? oP et. 

Mr. Foster. My firm, sir, is a participant in many activities 
abroad 

Senator GREEN. Have you any overseas investments ? 

Mr. Foster. We have very many overseas investments, Mr. Chair- 
man, many of which are consistent with our national interests, and 
which we believe are also consistent with what we have stood for here. 

In other words, we strongly believe that the participation of private 
business abroad is not only in the interest of many of those countries, 
but also in the national interest, and we believe that this program is 
consistent with the support of both good sides of those interests. 

Senator Green. In that connection, do you get any help from the 
Government? 

Mr. Foster. We have taken advantage of insurance guarantees on 
certain of our projects in the less-developed countries, and aside from 
that we had one loan from the International Finance Corporation, 
which is not one of these things to which we have referred here, but 
which is of the same type as the Development Loan Fund. Other 
than that we are simply doing business as a private enterprise abroad. 

Senator Green. That is the extent of the help that your company 
gets from the Government ? 

Mr. Foster. That is correct. 





ECONOMIC AND “CHARITABLE” EMPHASES OF MUTUAL SECURITY PROGRAM 


Senator Green. What is the relative importance to this country of 
the economic in comparison with the charitable phases of the Mutual 
Security Program ? 

Mr. Foster. Well, I would think that the economic interests are 
substantially in excess of the charitable ones. I think it fair to state, 
however, that we do have an interest, as has been suggested in the 
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bill, in the health and well-being of these countries, because while this 
is humanitarian it is also promoting the stability of these other nations, 

Senator Green. They are interwoven, are they not, to some extent ? 

Mr. Foster. They are very much interwoven and that, sir, was the 
point I was attempting to make, 

Senator Green. If a borrower loves you because of your loan, that 
same borrower also hates you because he has had to accept the loan 
from you. 

Mr. Foster. I think that is perfectly correct, and I think this pro- 
gram is not designed to have these people love us. It was designed 
to have them stable and remain free and help to contribute to the kind 
of a world in which we want to live. 

Senator Green. Thank you very much, Mr. Foster. 

(The prepared statement of Mr. Foster follows :) 


TESTIMONY OF WILLIAM C. FOSTER, FOR THE CHAMBER OF COMMERCE OF THE 
UNITED STATES ON THE MUTUAL SECURITY PROGRAM 


My name is William C. Foster. I am a vice president and director of the Olin 
Mathieson Chemical Corp. In past years I have had the honor of serving as 
Undersecretary of Commerce, Administrator of the Economic Cooperation Ad- 
ministration, and as Deputy Secretary of Defense. 

I appear today on behalf of the Chamber of Commerce of the United States 
to present its views on the proposed mutual security program for fiscal 1960. 
I am a member of the chamber’s committee on policy. 


CHAMBER’S SUPPORT OF PROGRAM 


The national chamber has supported the principle of mutual security since 
inception of the mutual security program. Less than a month ago the chamber 
membership reaffirmed this support by passage of the following statement: 

“The chamber supports the principle of mutual security as an instrument of 
U.S. foreign policy dedicated to the purposes of— 

“1. Security for the United States and the other nations of the free world 
through assistance to their Military Establishments. 

“2. Development of the economic resources and living standards of the 
peoples of the free world through cooperation and self-help. 

“3. Encouragement of responsible political freedom and stability. 

“4. Fulfillment of the traditional humanitarian aspirations of our people.” 

This endorsement of the mutual security principle is not to be construed as 
blanket approval of every phase of a particular mutual security program or of 
the spending levels requested for these specific categories of aid. We do not 
believe that the value of the program can be measured directly by its costs; 
that is, we do not hold that the more money that is spent on it, the better its 
results must be. Neither do we believe the program to be a “giveaway.” 

The mutual security program is so huge, so complex and, as an integral part 
of U.S. foreign policy, has such wide ramifications, that only after careful and 
exhaustive study of all available information can the public gain an understand- 
ing of its objectives and attempt to assess its contributions and weaknesses. 

While keeping abreast of day-to-day developments concerning the proposed 
new program, the chamber through its committee structure, has familiarized 
itself with the administration’s Blue Book Summary Report on the Mutual 
Security Program; the Interim Report of the House Subcommittee for Review 
of Mutual Security Prograins; the preliminary report of the Draper committee; 
the report of the Committee on World Economic Practices; the special Straus 
Report on Expanding Private Investment for Free World Economic Growth; and 
the report by the recently formed Citizen’s Foreign Aid Committee. 


RECOMMENDATIONS FOR PROGRAM—-UTILIZING FREE ENTERPRISE RESOURCES 


It is with a background of study and discussion based partly on these detailed 
and sometimes conflicting reports that we present our recommendations con- 
cerning the proposed program. 
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1. The resources of free enterprise should be utilized to an increasing degree 
in carrying out the purposes of the mutual security program and in countering 
the Communist bloc’s economic warfare. 

Because free enterprise is the best way to achieve and sustain beneficial eco- 
nomic development, Congress should encourage expanded private investment 
and the buildup of foreign private economies. In this way private investment, 
coupled with a healthy and growing international commerce, may eventually 
replace tax-supported economic aid. 

The chamber’s interest, and, we believe, that of the American people is to 
make known to other peoples the benefits of the free competitive enterprise sys- 
tem. Many countries which have gained their independence since World War II 
are unaware of the concept of private enterprise as we understand it; nor do 
they distinguish between the form of capitalism as we know it, and the more 
unenlightened characteristics of 19th century capitalism. 

The Communist-dominated countries seldom pass up an opportunity to promote 
the Communist ideology among the world’s new and lesser developed nations. 
All Soviet so-called aid is extended on a government-to-government basis. State 
control and direction as contrasted to individual initiative is continually stressed 
and extolled. 

We should not hesitate to demonstrate and explain the virtues of the free 
enterprise system among peoples who have recently achieved independence. 
Seeking out and extending loans to responsible public-spirited businesmen may 
be a more difficult task than government-to-government loans, but the growth 
of a stable and responsible middle class is a mortal blow to Communist ideology. 

We recognize that there are many obstacles to increased private investment in 
the less developed countries. These include the growth of ideologies favoring 
state ownership and control, difficulties involving trade and exchange controls, 
and deep-rooted suspicions of private enterprise. All these factors are being 
exploited and aggravated by enemies of the United States. 

To overcome such obstacles the United States needs a clear, active, and con- 
sistent national policy with respect to the protection of American citizens and 
business interests, including investments in productive and distributive facilities 
in foreign countries. Such a policy should be actively implemented through 
treaties and agreements with other countries. 


PUBLICIZING MUTUAL SECURITY 


2. The American public and those peoples who are recipients of our aid need 
to be better informed concerning the objectives and operation of the mutual 
security program. 

Public acceptance of the mutual security program is dependent on public 
understanding. It is our contention that not enough effort is being expended 
to develop that understanding. This, however, calls more for imagination and 
skill in a sustained communications program; not an all-out propaganda 
campaign. 

Very little information concerning a proposed program is made available when 
a new budget is proposed in January. For example, beyond a short general 
statement by the President, the fiscal 1960 Federal budget contains only an 
overall requested appropriation and five major breakdown classification figures 
with little, if any, detailed explanation. 

The Congress and the public must then wait for about 2 months until the 
President issues his special message on mutual security and the administration 
publishes its annual summary presentation on the mutual security program. 
We see no reason for this delay between proposal and justification. It, in fact, 
works against the program itself. 

The problem could have been overcome had Congress adopted the amendment 
submitted by Representative Hardy, Democrat, of Virginia, last year. This 
would have required the President to submit to the Congress on or before 
January 10 of each year a report detailing the assistance to be provided for the 
next fiscal year and containing a clear and detailed explanation of the method 
by which the proposed levels of aid for each country have been arrived at. 

An imaginative and dynamic information campaign overseas, particularly 
in the lesser developed countries, is also necessary. We recognize that much 
is already being done in this field through the U.S. Information Agency, but 
more needs to be done. A recent survey made by the national chamber of this 
Agency’s overseas operations disclosed that more information on U.S, aid among 
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the recipient peoples was desirable. A need for more effective efforts to explain 
to foreign peoples the nature of free enterprise and its achievements was also 
disclosed. The results of that survey, along with a number of recommndations, 
were presented to the State, Justice and Judiciary Subcommittee of the House 
Appropriations Committee on March 18, 1959. 

Free enterprise in the United States contributes directly, not only to the wel- 
fare and progress of our own country but, through sizable investment abroad, 
to that of other countries. Continual publicity, therefore, should be given to 
the contributions which private investment makes to the improvement of 
many less-developed nations throughout the world, over and above government 
assistance. 

In this way our various private economic activities abroad can be joined 
with the larger battle for the minds of men. By demonstrating that free 
enterprise can do an effective job in the field of economic development, we not 
only help to dispel distrust and misunderstanding of the free enterprise system 
abroad, but do much to win local support in foreign countries for the free as 
opposed to the totalitarian way of life. 


MAKING PROGRAM SERVE U.S. INTERESTS 


3. Programs of economic and technical assistance should be designed to provide 
realistic benefits to the United States as well as to the recipient countries. 

We believe that these programs should assume neither the aspect of a welfare 
project nor that of an attempt to outbid the dubious offers of the Soviet Union. 
In order to add to the overall strength of the free world, their prime purpose 
should be to help the recipient nations in their efforts to attain stability. 

Because the funds that the United States can dedicate to economic assistance 
are necessarily limited, the end-objective of these programs should be to assist 
countries so that they themselves, by their own remedial actions, can reduce 
or eliminate the causes which create the need for outside assistance. 

The amount of capital that can be productively invested in a given time in the 
less-developed countries also is limited. Ill-advised or precipitous forcing of 
industrialization of areas where conditions are not conducive to constructive 
and effective absorption of development capital should be avoided by the Ad- 
ministrators of the program. To obtain optimum development in the less-de- 
veloped nations, encouragement should be given to private enterprise, rather 
than to government projects. 


REDUCTION IN PROGRAM APPROPRIATIONS 


4. The administration’s total appropriation request of $3,929,995,000 for the 
fiscal 1960 program should be reduced by $288,995,000 to $3,641,000,000. 

In reaching appropriation recommendations for each category of assistance 
the chamber had these guidelines in mind: 

(1) A balanced budget was of prime importance to the national economy. 

(2) The military threat of the Communist bloc, particularly in the lesser 
developed countries, was becoming of lesser importance than the growing eco- 
nomic offensive. 

(3) There were expected to be $3.5 billion in unexpended balances for mutual 
security, of which $500 million would be unobligated. 

(4) The United States could not provide all that is needed for the security 
of the free nations, nor completely underwrite their economic problems. It 
therefore became a question of applying sound judgment, based on a careful 
analysis of available facts, to determine a reasonable sum which might be allo- 
cated for these purposes as an investment in the future. 

These are our specific recommendations concerning the program’s major classi- 
fications : 

DEVELOPMENT LOAN FUND 


Development Loan Fund.—We recommend no reduction in the requested appro- 
priation of $700 million for this form of assistance. 

The President’s request for an increase over last year’s appropriation to the 
Development Loan Fund merits approval. This is one among the arsenal of 
economic weapons through which the United States can launch its counter- 
offensive against the economic designs of the Communist bloc. 

The national chamber supports the Development Loan Fund as a part of the 
mutual security program, on condition that it serves to: foster the eventual and 
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meaningful shift from purely government-to-government dealings in the eco- 
nomic development of the less-developed countries; provide a basis for long- 
range planning of projects essential to the efficient conduct of U.S. assistance 
to other countries; and aid in the creation of basic economic development and 
economic stability within the less developed countries which will, in turn, pro- 
mote greater private capital investment and enterprise. 

Before additional obligational authority is approved for the Development 
Loan Fund, however, assurance should be had that knowledgeable and competent 
personnel will continue to administer the Fund ; that full and effective coordina- 
tion with other governmental agencies and private lending organizations will 
be enforced, and that the stated objective of fostering the role of private capital 
investment and enterprise be strictly adhered to; and in view of the unusual 
nature of these loans, that consideration in each instance be given to the effect 
of the proposed project on the American economy. 


TECHNICAL COOPERATION 


Technical cooperation—We recommend that no reduction be made in the 
requested appropriation of $211 million for this phase of the program. The 
chamber has long regarded technical cooperation as a sound and realistic method 
of assisting the economic development of lesser developed nations. It is our 
belief that this form of aid yields the greatest return for the dollars invested. 


MILITARY ASSISTANCE—RELATIVE EMPHASIS AS COMPARED TO ECONOMIC ASSISTANCE 


Military assistance—The appropriation request of $1.6 billion should be re- 
duced by $85 million to $1,515 million. 

In view of the changing nature of the Communist bloc’s threat it is our view 
that military assistance funds should not be increased over those appropriated 
for the current year. 

We are familiar with the concern voiced by members of this committee over 
the ratio between military and other forms of assistance, and the subsequent 
appointment of the Draper committee. We have carefully studied the prelimi- 
nary report of that committee and the interim report of the House subcommittee 
for review of the mutual security programs. 

Like any responsible private citizen who lacks the classified information made 
available to Members of the Congress and the administration, the national cham- 
ber has experienced considerable difficulty in reconciling these somewhat con- 
flicting viewpoints. ‘ 

On the one hand, some sincere and well-informed members of the Congress 
express the belief that a disproportionate emphasis is accorded the military 
aspect of the mutual security program. On the other hand, an equally sincere 
group of citizens also with access to classified information recommends an 
increase of $400 million in military assistance. Meanwhile, after conducting 
25 sessions and hearing 41 witnesses, a special House subcommittee interested 
in increasing the effectiveness of the program stated in February: 

“In its review of the military assistance program so far, the subcommittee has 
been disturbed by a number of situations which it has encountered and in a few 
instances has been shocked by what it has found.” 

I believe this committee will be interested in the findings of our 1957 and 1958 
surveys among American businessmen abroad on operation of the mutual security 
programs then in effect. 

In 1957, 81 respondents expressed the opinion that military assistance to Latin 
American countries should be reduced or eliminated; 33 called for an increase. 

Our 1958 mutual security survey—which was made a part of the record when 
we testified before this committee last year—reported, in part: 

“But although recent developments in the field of missiles and nuclear weapons 
focused attention on the Soviet military threat, the majority of respondents felt 
that the economic, rather than the military, aspect of our foreign aid program 
should be given more emphasis. Only 29 persons felt that the military part 
needed emphasizing and 37 thought the present balance between military and 
economic is about right. Close to 200 respondents thought that economic aid 
should be emphasized.” 

The response from Latin America alone showed only 7 respondents urging that 
the military aspect be stressed, 93 favoring the economic and 14 supporting the 
present balance. 
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TRANSFERRING MILITARY ASSISTANCE TO DEFENSE BUDGET 


We recognize the intimate relationship between our military assistance and 
national defense programs and believe that military assistance appropriations 
should be made to the Department of Defense, as a separately identified part 
of the Department of Defense budget. 

As the military assistance program is merely one part of the total preparedness 
effort of the United States, we urge the Congress, when considering funds for 
these purposes, to review all aspects of the Nation’s defense program—including 
those for military assistance—as a whole. 

The present appropriations system creates unnecessary administrative diffi- 
culties, particularly in budget and accounting processes. In addition, it weakens 
the congressional review of requests for defense funds each year. 

The transfer of military assistance funds to the defense budget would make 
it easier for the House Appropriations Committee to evaluate the annual ‘“Mili- 
tary assistance” appropriation request. It does not appear sound for the House 
Appropriations Defense Subcommittee to pass judgment on the President’s re- 
quest for billions in funds for major defense procurement, while another sub- 
committee independently considers a request for funds for the same purpose; 
to be programed and spent by the same people, the only difference being that 
the equipment purchased will be sent abroad instead of used by our Own troops, 


CLASSIFICATION OF MILITARY ASSISTANCE INFORMATION 


The secrecy aspect of certain parts of the military assistance program con- 
cerns us. We well understand that classification of some information is neces- 
sary for reasons of both security and diplomacy. It is disturbing, however, to 
learn from so responsible a source as the special House subcommittee referred 
to previously, that classification can be employed to conceal instances of pil- 
ferage and lack of cooperation from recipient governments. 

No hard-and-fast line can, of course, be drawn between information which 
should be classified and that which should be made public. The fact remains, 
however, that a strong temptation exists to use the classified stamp as a cloak 
to cover up bad planning, poor judgment, and inefficiency. 

We therefore urge the Congress to continue the exercise of its investigative 
function in this respect and to insist that the greatest possible amount of in- 
formation concerning the military assistance program be made available to the 
public. 


REASONS FOR CONTINUING SUPPORT OF MILITARY ASSISTANCE PROGRAM 


Too great a curtailment in military assistance would present the United States 
with highly undesirable alternatives. The most important of these would be 
the need for much larger and more costly U.S. standing forces than are now con- 
templated. That, in turn, would require a substantial increase in the number 
of involuntary inductions into the Armed Forces and overseas duty for much 
larger numbers of American troops. 

Defense support.—We recommend that the request for this category of aid be 
reduced by $85 million. That is, from $835 million to $750 million. 

Our basic reasoning for this recommendation is similar to that on military 
assistance. 

Defense support is in one sense an indirect form of military assistance as it 
enables our allies to maintain Military Establishments they otherwise could not 
afford. In this respect, there is a relationship between the appropriation re 
quest for military assistance and defense support, although the latter is classed 
by law as economic assistance. 

In substance, defense support is, of course, a grant-in-aid. We consider loans 
as being far preferable to grants but recognize the circumstances which necessi- 
tate a continuation of this form of assistance. Defense support aid should, 
however, be gradually tapered off as the economies of recipient countries are 
improved. 

Contingency fund.—There appears to be little justification for increasing the 
President’s contingency fund over the amount appropriated for the current 
year. We, therefore, recommend that the request for $200 million be reduced 
by $45 million to $155 million. 

The contingency fund is to meet emergencies that cannot be anticipated. In 
one sense, therefore, the needs of 1 year may bear little relation to those of 
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another. On the other hand, however, the larger the amount of funds avail- 
able the more likelihood there is of classifying an event as an emergency to 
insure their use. 

This type of fund, at best, is not desirable but in view of the Communists’ 
ability to create crises rapidly, it is probably necessary. 

It is our judgment that $155 million will provide the proposed new mutual 
security program with the flexibility necessary to react quickly to a number 
of different and unexpected situations. 

Special assistance and other programs.—The administration is asking an ap- 
propriation of $383,995,000 for this catch-all category. We recommend that this 
be reduced by $73,995,000 to $310 million. 

The information available to us indicates that this amount, which is $3,407,500 
more than was appropriated for the current year, should be adequate to finance 
the various programs under this heading, including increases in administrative 
expenses stemming from salary adjustments. 

We look with favor on the broad objective of maintaining or promoting the 
political and economic stability of friendly countries where the United States 
does not provide military assistance, but it is our belief that the figure we recom- 
mend is sufficient to do the job. 


In summary, the national chamber supports the principles of the mutual 
security program and recommends that it be continued. Adoption of the fore- 
going recommendations will not only save approximately $289 million but should, 
by encouraging the prudent administration of funds, result in a more efficient 
and effective program. 

Senator Green. The next witness is from the National Council of 
the Churches of Christ in the United States of America, and the 
spokesman for that organization is Dr. Donald Stone, who is the dean 
of the Graduate School of Public and International Affairs of the 
University of Pittsburgh. 

Dr. Stone, you may proceed in your own way. You may have 
noticed that I ended my questioning on the subject which you may 
wish to take up at greater length. 


STATEMENT OF DONALD STONE, REPRESENTING THE NATIONAL 
COUNCIL OF CHURCHES OF CHRIST IN THE UNITED STATES OF 
AMERICA 


Mr. Stone. Thank you. 

Iam Donald Stone. I am here to testify on behalf of the National 
Council of Churches under the authorization of its appropriate 
officers. 

I am currently the dean of the Graduate School of Public and 
International Affairs at the University of Pittsburgh, and I am a 
member of the committee on international affairs of the national 
council. 

I have a statement which I would like to file with you for the 
record. There are certain specific things I would like to point out 
in a more informal way. 

First, I should like to say that I cannot, of course, speak for each 
of the 88 million members of the 33 Protestant and Greek Orthodox 
denominations which are members of the National Council, but the 
National Council of Churches, through its duly representative bodies, 
has on many occasions dealt with the questions that you have before 
your committee, and has taken positions on them, and what I shall 
say represents the views and the principles and the conclusions which 
these representative bodies have reached. 
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MORAL RESPONSIBILITY OF UNITED STATES THROUGHOUT WORLD 


First, I would like to make a general statement that the National 
Council considers it to be Christian concern and a moral responsibility 
for the United States to take all appropriate action within its ca- 
pacities to promote justice, economic progress, social well-being, free- 
dom, and peace throughout the world, ‘and to this end the council 
over the years has long supported the improvement and expansion of 
technical cooperation programs, of educational exchange, economic 
aid, the promotion of private trade investment, and other measures 
of this type essential to the improvement of living conditions and 
the creation of free, responsible, stable, and, what I may refer to as, 
interdependent societies. 

We are aware in the council of the need for adequate defense espe- 
cially, and I would underline especially, as a part of collective security 
arrangements. But the members of the council are particularly con- 
cerned with the plight of the newly independent, emerging, and other 
of the so-called less developed countries. 

As we see it, the independence and advancement of these countries 
xan only be assured if they gain an economic, social, and political 
and moral strength and, as measures to achieve these purposes, involve 
these countries in an interdependent set of relationships with the 
United States and with those other countries which are dedicated to 
the rule of law, to the principle of human dignity and respect, and 
to morality as a basis of freedom and peace. 

We of the churches are genuinely concerned with the wide gulf 
between the standard of living i in the United States and most of these 
underdeveloped countries, where our per capita income runs fre- 
quently as much as 30 times the per capital income in these countries, 

We do not believe that this type of disparity, this degree of dis- 
parity, can be permitted to exist among members of God’s human 
family. These ‘countries need help. They will find help wherever 
they can secure it, wisely or unwisely. 


SOURCES OF ASSISTANCE TO UNDERDEVELOPED COUNTRIES 


There are three plac es where help can come from, three significant 
places. One is the U.S.S.R., the second is W estern E urope, includ- 
ing Great Britain and the dominions, and the third is the United 
States. It is for this reason that we believe as much assistance as is 
practicable should be provided through international organizations, 
and thereby tap fully and equitably all three sources. 

Action in assistance through the United Nations, through the In- 
ternational Bank, and other international mechanisms, helps produce 
the interdependence of countries. 

But much of the assistance can only come from the United States, 
producer of nearly half of the world’s goods. We in the Council of 
Churches believe it to be a Christian obligation for nations to share 
from their relative abundance with those less privileged in order to 
create the well-being and the interdependence of all, just as we be- 
lieve that it is the responsibility of the individual to do so. 

Governments as well as persons are subject to the moral law of 
God’s universe for human fulfillment and social well-being. The ob- 
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ligation to love our neighbor as ourselves applies, we feel, to groups, 
communities, to nations, as well as to individuals, 


ASSISTANCE PROGRAMS ARE VIEWED SELFISHLY 


We are concerned with the extent to which assistance programs tend 
to be viewed in essentially selfish and what one might say immoral 
terms. I refer to the frequent emphasis on carrying out these pro- 
grams in our narrow, and I underline narrow, self-interest, on their 
role in counteracting Soviet measures, on their use as a means of bar- 
gaining for short-run advantages, for their support mainly as a part 
of military necessity. 

We believe that the interests of the United States as well as those 
of the developing countries would be better served if Congress made 
it crystal clear that it is our basic national policy to help other coun- 
tries, these underdeveloped countries, because we are concerned with 
people as people, because we accept as a moral duty under God the 
obligation to relieve destitution, misery, degradation, and bondage 
wherever they exist, insofar as our resources and abilities would per- 
mit. 

The amendments proposed by Chairman Fulbright are important 
moves in that direction, and I should like to make five specific recom- 
mendations, consistent with these amendments, for your consideration. 
Some of these have already been touched upon. 


RECOMMENDATIONS REGARDING SENATOR FULBRIGHT’S AMENDMENTS 


The first is the necessity of viewing the assistance to the under- 
developed countries as a long-term endeavor, not something that can 
be brought about in 1 year or 3 years, and that this requires both long- 
term lending authority, as has been proposed already this morning, 
and a long-term authorization for technical assistance or technical co- 
operation, and the provision of adequate funds for both of these 
purposes, more funds than I now see in sight. 

Second, we would urge that military assistance be provided for in 
the budget of the Department of Defense. We recognize that in 
actual operation and in planning that all types of assistance need to 
be coordinated. We believe that this coordination can be provided 
by the Department of State, and that more extensive policy and pro- 
gram planning and evaluation of programs centrally in the Govern- 
ment will help assure the effectiveness and practicality of all 
programs. 

Third, we believe that if a job needs to be done, you have to provide 
the individual or organization charged with doing it with the essential 
tools. Ifa farmer wishes to create a well functioning farm out of an 
underdeveloped patch of ground, he needs certain tools. He cannot 
engage in development very effectively if he finds that his tractor must 
be borrowed from some farmer down the highway, that the plow is 
actually owned by somebody in town, and that his shovels are in the 
hands of somebody else, and that he must negotiate every morning as 
to which tools and where he can find his tools in order to carry out 
his work. 

The way that we have distributed the responsibilities in this eco- 
nomic and social development field into a wide number of agencies, 
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national agencies and international agencies, we believe, serves as a 
very severe handicap on the carrying out of effective programs. 

In my view, one of the most urgent needs is the consolidation of the 
different elements that are required for carrying out these programs, 
into a single agency, and providing it with the leadership necessary 
to get the job done. 

Fourth, is the necessity of qualified, competent personnel. This task 
of assisting in the development of these coutries, in helping them to 
create the indigenous institutions, the systems of government, the 
health and education, sanitation and other measures that are needed 
is, perhaps, the most difficult and delicate job in which we, as a country, 
are engaged. 

We cannot do this in fits and starts, short-term bases, without thor- 
oughgoing training. We believe that long-term appointment of per- 
sons to an agency which has a long-term life expectancy, and the 
providing of far more intensive training than now takes place are 
essential. 

Finally, we would underscore the desirability of carrying out as 
many aspects of our activities to help the underdeveloped countries as 
possible, through the use of private resources and private initiative. 

Private agencies are carrying on very extensive work in this field, 
as in the National Council of Churches. 

We are thinking here, however, of the use by the Government of 
private research agencies, of educational organizations, of founda- 
tions, of private business and industrial corporations, consulting firms 
as instrumentalities with which to have specific tasks done in specific 
countries. We believe that through the cooperative endeavor of 
private institutions, voluntary organizations, our own National Gov- 
ernment and international agencies, that very significant steps can be 
taken to bring about improvement in the conditions of the under- 
developed countries, and produce at the same time the total interde- 
pendence of these countries in our common effort to create a system 
of collective freedom and peace. " 

I appreciate the opportunity of being a witness here before your 
committee. We wish you good success in your labors. Thank you. 

Senator Green. Thank you very much for your presentation. 


WILLINGNESS TO PAY FOR AID THROUGH INCREASED TAXES 


I would like to come back to the same question T suggested before, in 
case I did not directly ask you this. 

I understand that these churches represent their members in this 
action which they take in sending you here. Now, are those same 
members willing to support a larger economic program by paying 
increased taxes? 

Mr. Sronr. Well, all I can report here is that the resolutions and 
the views that have been expressed in many meetings of representa- 
tive agencies, the constituent denominations of the National Council 
of Churches 





Senator Green. Of course, as individuals we all wish our neigh- 
bors well and hope they will prosper. We can give pretty good ad- 
vice. But the question is how much we are willing to take out of our 
own pockets to help them when they are in trouble. Does not the same 
thing apply to nations? 
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Mr. Srone. Well, the view has been that the importance of these 
programs is such that this should have very high priority in our total 
national endeavor, and to that extent there has been evidence that 
they feel the private citizen, the regular citizen, should finance the 
bill. There is no other way to finance it ultimately except through 
taxes. 

Senator Green. Yes, but the Senators and Representatives who 
vote these appropriations must, so far as they can, represent the 
taxpayers who sent them here to Washington. 

I wondered if that phase of the matter had been considered at all 
by the National Council ? 

Mr. Stone. There have been—yes. There have been considerations 
of the capacity of the country to support these endeavors. 

The general conclusions have been reached that the proportion of 
the resources available to the Government required for this purpose 
is sufficiently low so as not to threaten the economic stability of the 
Government. 

Senator Green. Well, stability would not depend on this appro- 
priation alone, of course. 

Mr. Stone. That is right. 

Senator GREEN. It has to be taken in connection with other ap- 
propriations. 

I wondered if you wanted to say anything more about whether the 
individual members of your organization are willing to support the 
aid program not only through their words and prayers, but through 
their taxes. 

Mr. Stone. I could add here that the general view that has existed 
in the meetings where this issue has been carried on has been that 
relatively more would be achieved in developing the strength of the 
countries of the world and uniting them together in a whole system 
of collective security if relatively more funds were spent for the 
development of the internal social, political, administrative, moral 
well-being of these countries, and somewhat less upon military assist- 
ance, although there has been no effort to draw the line as to exactly 
how much could appropriately be spent for each category. 


LIBERALITY OF LOAN TERMS 


Senator Green. Would they be as strict in their construction as a 
bank would be in lending money? Would they be more generous? 
You imply they would be more generous than a commercial bank 
would be in making a loan. 

Mr. Srone. Yes, sir; because the issues that are involved are not 
entirely the issues that one deals with in a bank. 

Senator Green. Yes. Then it is not a businesslike transaction. 

Mr. Stone. Nevertheless, the manner and method in which these 
programs are carried out must be on a businesslike basis, and require 
the readiness of the countries that are involved in the program to 
undertake commitments and carry forward the necessary act'on in 
order to produce the results which have been agreed upon as desirable. 

Senator Green. Well, I will not press the question any further, but 
I think you confuse your explanation a little when you say there is a 
charitable element in our approach to foreign aid, but that it is 
primarily an economic relationship which we want to establish. 
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TOOLS OF ECONOMIC HELP 


Mr. Stone. Well, there are many different tools that one uses, and 
that this country is using, sir, in bringing about improved conditions, 

These may be hard currency loans; they may be soft loans, they may 
be the distribution of surplus commodities which generate the counter- 
o»art funds; they may be technical assistance, technical assistance which 
is not a suitable means of help, for the most part, to be done on a loan 
basis, on a banking basis; technical assistance, the amount of money 
in it is very small in relation to the other categories, and this is in many 
respects the most important part of the program because it is through 
the effort of American experts working with the experts in these 
countries that the particular changes take place of procedure, of prac- 
tice, of building up governmental arrangements, of developing the 
local institutions on which the success of all progress depends, 

This part of the program is, I do not believe, suitable for vesting 
in a lending agency. This is a different type of function from the 
lending function. There are different functions. 

Senator Green. I am sorry I must cut this discussion short. 

The Foreign Relations Committee will meet again to continue this 
hearing, at half past 2 this afternoon, in room F-53 in the Capitol, 
which is the regular meeting room. 

This meeting stands adjourned until 2:30. 

(The prepared statement of Donald C. Stone is as follows:) 


STATEMENT BY DoNALD C. STONE, MEMBER OF THE COUNCIL’S DEPARTMENT OF 
INTERNATIONAL AFFAIRS, ON THE MUTUAL SECURITY PROGRAM AUTHORIZATION 
ON BEHALF OF THE NATIONAL COUNCIL OF THE CHURCHES OF CHRIST IN THE 
U.S.A. 


My name is Donald C. Stone. I am testifying here in behalf of the National 
Council of the Churches of Christ in the U.S.A. by the authorization of its ap- 
propriate officers. I am currently dean of the Graduate School of Public and 
International Affairs of the University of Pittsburgh and a member of the De 
partment of International Affairs of the National Council of Churches. 

While I am here as a designated representative of the department of inter- 
national affairs, I obviously cannot and do not presume to speak for each of 
the 38 million members of the 33 Protestant and Eastern Orthodox denomina- 
tions in the national council, but I am presenting policies and views adopted 
after careful study, discussion, and deliberation by the council’s policymaking 
bodies composed of official representatives of the denominations. 

The council believes it appropriate and desirable that, in hearings such as 
this, major religious groups in our country have the opportunity to share in 
expressing, from religious and moral perspectives, their views on the objectives, 
policies, and adequacy of the mutual aid and assistance programs of the United 
States. On behalf of the council may I express appreciation for this opportunity. 


GENERAL POSITION OF THE NATIONAL COUNCIL OF CHURCHES 


In keeping with the actions of the council's policymaking bodies, we hold 
it to be a Christian concern and the moral responsibility of the United States 
to take all appropriate action within its capacity and resources to promote 
justice, economic betterment, social well-being, freedom, and peace among 
the peoples of the world, including our own—and especially among the newly 
independent, emerging, and developing nations. To this end, we support the 
improvement and expansion of technical assistance, educational exchange, eco- 
nomic aid, trade and private investment, and other measures essential to the 
improvement of conditions of life and the creation of free, responsible, and 
stable societies. 
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RELIGIOUS AND MORAL FOUNDATIONS OF GOVERN MENT 


The competence and the responsibility of the churches to delineate the re- 
ligious, the moral, and ethical truths or requirements which underlie public 
issues is well established. This has been a function of our religious traditions 
and heritage beginning with the prophets of old. 

In studying God’s purposes and requirements, as reflected in both the Old 
and New Testaments, we find the principle that the state should be founded 
on justice, that it is instituted by God to enact just and equitable laws, that in 
the fiulfillment of its mission the state should be the organized expression of 
God’s character and purpose. The state—to be specific, our country or any coun- 
try—is thus judged by divine standards of righteousness and justice. Law- 
makers, judges, and administrators are God’s servants charged with bringing 
to all people the blessings of just, efficient, and humane government. Nations 
and individuals are accountable for their acts and are judged by God by the 
same moral and ethical standards. 

We believe that governments, as individuals, must conform to the moral law 
of God. The people of a nation, as children of God, have the obligation of 
promoting justice, freedom, equality, opportunity, respect, integrity, and mercy 
in all relationships. So, too, government as the means by which people carry out 
their collective public concerns and responsibilities, must fulfill these same 
obligations. 

This conception of the moral and religious foundation of government is 
uniquely reflected in the covenants of our country and in the official statements 
of our leaders. 

The Declaration of Independence explicitly emphasized these truths. In the 
eyes of its architects, men are viewed as children of God, they have rights and 
values growing out of their spiritual relation to God, they are equal as person- 
alities and equal as members of one human family, they are part of a world 
brotherhood, and government is a means subject to their control for achieving 
the benefits of their God-given rights. 


APPLICATION OF MORAL RESPONSIBILITY TO WORLD SCENE 


We believe that these moral and religious foundations for government and 
public policy apply to the total community of mankind, They are the requisites 
for individual and group fulfillment at the level of the family, the local com- 
munity, the State, the Nation, and the international community. Where in- 
dividuals seek special privilege based on selfish interest, where they have no 
concern for the well-being of their fellow man, and isolate themselves from 
responsibility for service to the general welfare of the community, there justice, 
freedom, economic and social advance, and public morality corrode and wither. 

Likewise, when a nation acts primarily on the basis of its narrow self-in- 
terest ; endeavors in isolation to provide for its protection; seeks the economic 
prosperity of its citizens with little tangible regard to the misery, poverty, and 
ignorance which may exist outside of its boundaries; or furthers the economic 
development of other countries primarily in the interest of its own security 
and as a means of obstructing the outreach of an enemy; it, too, lacks adequate 
moral and religious foundation, and its policies will be frustrated and its actions 
resented. 

It is in this context and on moral and religious grounds that churches support 
more adequate assistance for the underprivileged and disinherited peoples of the 
world and more effective measures of mutual help and self-help. 


INADEQUATE MORAL AND RELIGIOUS RATIONALE FOR OUR AID PROGRAMS 


We believe the concept of mutual security, under which countries join together 
to create conditions essential for peace and freedom, and for the furtherance of 
economic and social well-being, is consistent with the moral and religious prin- 
ciples just elaborated. We believe that in the Marshall plan these principles 
were fulfilled in a historic manner. The success of that program and its appeal 
to man’s conscience and to the aspiration of human beings everywhere was due 
to the unusual extent to which the ideals of sharing, mutual respect, help, self- 
help, and the imperatives of human brotherhood were incorporated in the total 
program, especially during the first 2 years. 

We are concerned with the extent to which present-day official arguments 
justify both the military and economic components of the mutual security pro- 
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gram almost exclusively on the basis of narrow self-interest, emphasize their 
value in counteracting Soviet imperialism, and imply that we can buy with our 
material surplus the support and friendship of countries whose help we need. 
We are concerned with the criticisms which grow out of a naive expectancy that 
people of other countries should be grateful for the programs which we ourselves 
declare we are carrying out in our self-interest. How can right feelings and 
genuine mutuality be created among nations unless moral and psychological con- 
ditions essential to understanding, respect, and cooperation are fostered? 

We believe that our country would be far more effective in achieving its 
stated objectives if the specific assistance programs, and the methods used in 
earrying them out, fulfilled more fully the moral and religious tenets which 
the Council of Churches and its constituent denominations have enunciated on 
several occasions before this committee. In doing so, we would be infinitely 
more successful in creating the conditions under which collective security, 
international cooperation, and economic progress can be realized. Moreover, the 
newly independent, emerging, and less developed countries would feel partners 
in a common enterprise aiming at achieving their freedom, stability, and social 
advancement. We must develop a rationale that will meet the test of the collec- 
tive conscience of mankind, and that test must be morally and ethically sound. 

We must do these things because we are concerned for people as people—for 
the citizens of other countries as well as our own—and because misery, ignor- 
ance, despotism, and self-serving exploitation must be relieved wherever they 
exist, so far as the abilities, resources, and mercy of a people permit. The great 
extremes of poverty and relative abundance in this world are intolerable to the 
Christian conscience, and they will not be accepted for long by the peoples of 
depressed areas who today, through communication, education, transportation, 
and other forces which have created a shrunken, closely knit world, are deter- 
mined that they, too, should share in the better things of life. 





THE CHURCHES SPEAK FROM EXPERIENCE 


Not only do the churches speak out of their religious conviction based upon 
sustained and penetrating study of the application of religious principle to the 
U.S. foreign policy, but beyond this, the churches have had long, practical, and 
steadily broadening experience in overseas aid and in international cooperation. 
In mission work they pioneered in technical and economic assistance, in educa- 
tion, literacy programs, medicine, public health, agriculture, industry, mass 
communications, and leadership training. 

During recent years, the churches have engaged in many types of relief and 
cooperative endeavors to minister to the distressed, and to help hungry, illiterate, 
diseased, and impoverished persons to become self-supporting and to guide their 
own peoples into responsible nationhood. During 1958, our churches contributed 
approximately $120 million to these ends. Through our Department of Church 
World Service, our churches have given aid to people in need around the world, 
distributed surplus food, sent relief in the wake of disasters, and pioneered in 
village and community projects. In 1958, the churches contributed $32 million 
for such aid. The Protestant Churches alone had 24,000 missionaries abroad 
in 1958. 

Worldwide projects are carried on also by the United Christian Youth Move- 
ment, the United Student Christian Council, and United Church Women. These 
agencies and the Department of the Church and Economic Life and the Depart- 
ment of International Affairs of the National Council of Churches conduct study 
and action programs on international relations under the leadership of out- 
standing lay persons who have particular competence in these disciplines. 

Let us now turn to the implications of these moral and religious principles 
and perceptions to the mutual security progrmas now under consideration by 
the Committee on Foreign Relations. The following are some of the guidelines 
and practices believed essential if our foreign aid efforts are to become more 
effective in developing conditions of peace with justice and freedom: 


OBJECTIVE OF EXTENDING HELP FOR PROGRESS TOWARD BETTER LIFE 


1. The United States should assist our fellow men:in the emerging, newly 
independent, and developing areas of the world to the full extent of our capabili- 
ties one one hand, and their absorptive capacities on the other. This objective 
of fostering improved conditions of life and internal political, economic, and 
moral strength in other countries, should find sufficient justification as a worthy 
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national objective of its own, and not be made an incidental aspect of our con- 
cern to increase the military capabilities of countries allied to us or linked with 
us in collective security arrangements. 


UNDUE EMPHASIS ON MILITARY SHOULD BE DECREASED BY SEPARATING MILITARY 
FROM ECONOMIC PHASES OF PROGRAM 


2. In the absence of a clear-cut mandate by both the legislative and executive 
branches of our Government to focus our foreign economic programs on helping 
people because they are members of the broader human family, and because the 
principle of sharing is as essential in international development as it is within 
nations and communities, the various types of assistance, as well as individual 
projects, tend to become, in daily administration, unduly related to military and 

litical factors. We believe this objective will be more realistically and effec- 
tively fulfilled if military assistance appropriations are separated from economic 
and technical assistance aiming at the long-term economic and social develop- 
ment of less technologically advanced countries. This broad policy of sharing 
and concern should represent a primary and basic feature of our total foreign 
policy. The essential coordination of all parts of our foreign programs can be 
achieved through the Department of State and the Executive Office of the 
President. 


EXPANDED ASSISTANCE PROGRAMS NECESSARY THROUGH ADDITIONAL PUBLIO AND 
PRIVATE FUNDS 


3. The amount of assistance from all sources which is being provided today 
appears far from adequate to meet the elementary needs of the developing coun- 
tries. Expanded programs of technical cooperation appear essential if the indi- 
vidual countries are to create institutions capable of rendering the most basic 
public services under responsible democratic government and if industrial, agri- 
cultural, health, education, and other vital aspects of civilization and adequate 
society are to be promoted. 

4. It is evident that far larger sums of capital must be made available from 
public and private sources if any significant progress is to be made in many 
countries of the world toward increasing per capita income from $50 or $100 
or $150 a year to levels on which people can live with some degree of decency and 
self-respect and develop the capacity to help themselves. The resources of the 
Development Loan Fund need to be increased to the extent that effective loans 
can be made and placed on a long-term operating basis. We support such meas- 
ures as the proposed international development authority and the inter-American 
development bank as an additional means for providing the essential capital. 


FOREIGN AID SHOULD BE ESTABLISHED AS LONG-TERM AND CENTRALIZED PROGRAM 


5. Congress should establish these programs of assistance on a long-term basis 
in terms of objectives, scope, financing, and administration. Present authoriza- 
tion and appropriation practices prevent effective planning, force improvisation, 
create waste and inefficiency, and foil the fulfillment of objectives. By the time 
U.S. field staff are in a position to reach agreement with officials of the partici- 
pating country, the period for which funds are available may have already 
expired. Representatives of participating countries are bewildered and the best 
laid plans are frustrated. 

6. We believe the objective of fostering the development and internal economic, 
social and moral strength of other countries will be brought into sharper focus 
if the various means and tools of providing economic and technical assistance 
are better integrated and coordinated. Because the rationale of our programs 
has not been clear, and because the Government has proliferated the several de- 
vices or means of assistance among several agencies, the result has been increas- 
ingly a haphazard collection of projects and diffused activities. We have pro- 
duced such a complex dispersion of agencies and responsibilities that neither 
our own citizens nor the people of the countries with whom we are working can 
comprehend what is going on. In consequence, technical assistance, loan proj- 
ects and grant aid tend to be resolved in reference to momentary military and 
political considerations rather than as a positive part of a long-term sustained 
effort to produce stability, responsibility, freedom, and human betterment. 
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RECRUITMENT AND TRAINING OF U.S. PERSONNEL FOR INTERNATIONAL MISSIONS AND 
OF NATIVE PERSONNEL 


7. To assure the administration of the programs with the fullest integrity, 
vision, and moral purpose, more resourceful efforts are required in the recruit- 
ment and training of Americans for international service. To this end, it is im- 
perative that the agency or agencies responsible for economic and technical 
assistance be established on a long-term basis and that they be in a position 
to recruit and train personnel for long-term responsibility. Extensive inservice 
and preservice educational programs are needed. Many of the inadequacies 
of American personnel assigned to overseas service is due to the temporary and 
unstable character of the programs. We believe that many of the finest citizens 
of America—citizens who possess the requisite professional and technical skills, 
who have the humility and concern for human beings which this delicate task 
of working in another country entails and who are prepared to undergo the 
rigors of training and separation from their homeland for long periods—will 
come forward if the Congress and the executive branch will manifest the great- 
ness of our foreign assistance programs and indicate that they are determined 
to carry them forward throughout the period of years which success obviously 


requires. 
8. In applying the principle of mutual help in the administration of assistance 
programs, joint working arrangements with other countries needs to be empha- 


sized. To be stressed, also, is the fostering within the participating countries 
of indigenous organizations and staff capable of planning and administering the 
country’s development program, and of using external assistance effectively, 
Whether technical assistance is provided through Government agencies or private 
organizations, a common purpose is to develop indigenous leadership, professional 
skills, and democratic values required for effective economic and social develop- 
ment. 
EMPHASIS ON COLLECTIVE EFFORTS 


9. The the extent that their administrative capacities permit, increasing em- 
phasis should be placed on the use of the United Nations and other international 
organizations for the conduct of economic and technical cooperation programs. 
The same principles outlined above for bilateral assistance—moral, financial, 
administrative—apply to the collective efforts carried out through international 
organizations. 

GOVERNMENT ENCOURAGEMENT OF PRIVATE ACTIVITY 


10. While the very nature of the types of assistance needed calls for heavy 
governmental responsibility, a maximum use of private initiative is to be en. 
couraged. This includes such measures as broader quarantees to encourage 
private investment, the reduction of barriers to trade, and the fostering of 
private enterprise throughout the world. We believe, further, that there are 
many untapped opportunities under which Government programs can utilize 
American universities and other educational organizations, research institu- 
tions, foundations, consulting firms, and American business in industry in the 
conduct of assistance programs. Cooperative arrangements between correspond- 
ing institutions of the United States and the participating country often pro- 
vide a superior psychological basis for assistance than the assignment of 
Government personnel. The proposed amendments to the Mutual Security Act 
introduced by Senator Fulbright are most constructive. They are consistent 
with the above proposals, and we encourage their serious consideration, 


OUR PEOPLE NEED LEADERSHIP 


We are dealing here with complex and difficult problems. Few of our citizens 
can be expected to understand their technical aspects or administrative ramifi- 
eations, But, all people have a conscience and respond when the moral prin- 
ciple is clear. 

We of the churches will continue to foster the study and discussion of both 
the substance of policy and the relevant moral and religious principles. 
Through the constituent denominations of the National Council of Churches, 
through a thousand local church councils, and through such branches as the 
United Church Women and youth councils, opinion and recommendations will 
be formulated. 

However, we need creative and courageous leadership by both the Congress 
and the executive branch in these perilous times in pointing the direction. We 
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need, above all, the justification and explanation of proposed policies and pro- 
grams which stand the test of moral and religious principles, and which avoid 
appeals to narrow self-interest, prejudice, or an execessive reliance on military 
power in fulfilling our national responsibilities. 

(Whereupon, at 12:50 p.m., the committee adjourned, to reconvene 
at 2: 30 p.m., of the same day.) 


AFTERNOON SESSION 


Present: Senators Green (presiding) and Morse. 

Senator Green. The meeting will please come to order. 

When we adjourned this morning, the understanding was that we 
would report again at half past 2. I was hoping that other members 
of the committee would be here. I know they hope to be here. | 

This morning the committee heard individuals and representatives 
of organizations who asked to be heard in connection with the com- 
mittee’s consideration of the Mutual Security Act of 1959. 

Because of the large number of witnesses, the committee asked that 
each witness limit his oral presentation to 10 minutes. Additional 
material, within reason, may be included within the committee record 
instead of being given orally. ett 

Although the 10-minute limitation applies to individual witnesses, 
it will not be applicable to members of the committee who ask ques- 
tions. 

The members may wish to exercise their own discretion as to the 
length of time they will respectively ask questions of the witnesses. 

The first witness this afternoon will be from the Synagogue Council 
of America, and it will be represented here by Moses I. Feuerstein, 
president of the Union of Orthodox Jewish Congregations of America. 

I will again remind him that 10 minutes is the limit of his testimony. 

Proceed in your own way as to why you are for or against the bill 
itself or some modification of it. 


STATEMENT OF MOSES I. FEUERSTEIN, REPRESENTING THE 
SYNAGOGUE COUNCIL OF AMERICA 


Mr. Feuerstein. My name is Moses I. Feuerstein, of Brookline, 
Mass. I am a textile industrialist, and serve as president of the Union 
of Orthodox Jewish Congregations of America, which is the parent 
body of Orthodox Jewish Synagogues in the United States. I ap- 
pear before you in behalf of the Synogogue Council of America, in 
which the Union Orthodox Jewish Congregations of America is one 
of the constituent agencies. The Synogogue Council of America is 
the central coordinating agency for the rabbinic and congregational 
associations of the major branches of Judaism in this country. These 
organizations are: the Central Conference of American Rabbis and 
the Union of American Hebrew Congregations, representing the re- 
form movement; the Rabbinical Assembly of America and the United 
Synagogue of America, representing the conservative movement; and 
the Rabbinical Council of America and the Union of Orthodox Jewish 
Congregations of America, representing the orthodox movement. 

Mr. Chairman, the statement which I have the honor to make before 
you reflects the thinking of the leadership of the aforementioned 
groups, which represent the overwhelming majority of the Jewish 
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population of this great country. It represents the result of our deep 
and most earnest consideration of the issues before this august 
committee. 

A statement of the official position of the Synagogue Council of 
America and its constituent organizations in support of the mutual 
security program was presented before the Senate Appropriations 
Committee on July 18, 1958. Our constituent organizations have 
since reaffirmed their support of this position in official policy resolu- 
tions adopted at their respective annuai cunventions. 


OFFICIAL POSITION OF THE SYNAGOGUE COUNCIL OF AMERICA 


Mindful of the time limitations of this hearing, I take the liberty 
of presenting only a few highlights of the official position of the syna- 
gogue Council of America and its constituent organizations. 

jn the basis of the fundamental teachings of the Bible and our 
Rabbinic tradition, we are in favor of the program of our Govern- 
ment for extending long-range economic and technical assistance to 
the less developed nations and peoples of the world. We believe that 
this program is of crucial importance in the struggle to achieve peace 
with justice and freedom for these less fortunate peoples. 

We firmly believe that support, extended on the economic technical 
and cultural levels to peoples and governments is the best means of 
helping them to preserve their newly won freedom. This is the obli- 
gation of world leadership which, by divine will, has been assigned 
to the United States of America. It is also a moral obligation of in- 
escapable force. The mutual security program now under considera- 
tion reflects realistic statesmanship and the kind of creative thinking 
which must be employed if America is to maintain its position of 
leadership. 

As a spokesman for the organized Jewish religious community, it 
is beyond my competence to evaluate that aspect of the foreign aid 
program relating to military defense assistance and defense support. 
The synagogue groups of our country recognize the great need for 
adequate military security, and support the various programs for 
collective security, both within and outside the framework of the 
United Nations. However, we hold that our increasing reliance on 
military might is not adequate to the challenge of this era of social 
and political upheaval. 


THE HUMANITARIAN APPROACH TO NEW COUNTRIES 


The 1 billion underfed and underdeveloped people in Africa and 
Asia present a problem which begs solution through the humanitarian 
approach. 

In our considered judgment, the mutual aid programs for economic 
development, technical assistance, and international economic coopera- 
tion proposed for 1960, reflects this approach. Constituting but one- 
tenth of 1 percent of our gross national product, the proposed non- 
military development aid budget impresses us as a necessity of vital 
historic importance. Accordingly, we see the urgency for its enact- 
ment into law in its maximum form. 








MUTUAL SECURITY ACT OF 1959 1017 
SUPPORT OF DEVELOPMENT LOAN FUND 


The Jewish religious community is deeply concerned over the pro- 
posed drastic reductions in the appropriations for economic fain he 
ment of the new and emerging nations of Africa, Asia, the Middle East, 
and Latin America. In the official view of the Synagogue Council of 
America, the need is not to cut the appropriations for economic de- 
velopment and technical assistance, but rather to increase and expand 
them to the fullest capabilities of our country and the absorptive 
capacities of the recipient nations. We wish to underscore before the 
members of this committee that in endorsing the full mutual security 
program, we especially support the appropriation for the Develop- 
ment Loan Fund, and urge a substantial restoration of funds ear- 
marked for this purpose. We see in this Fund an indispensable in- 
strument designed to enable needy nations to move toward economic 
independence in the near future, while retaining their dignity and self- 
respect. 

Yo our minds, the stabilization of this Fund on a long-range basis 
with adequate capital would constitute a dramatic demonstration to the 
leaders and peoples of the uncommitted nations that America con- 
tinues to exemplify the moral traditions of understanding and help- 
fulness which have made our Nation great. 

In this connection, the Synagogue Council of America welcomes 
the recently proposed amendments to the mutual security legislation 
suggested by the chairman of the Senate Foreign Relations Committee, 
the Honorable J. William Fulbright. We support his proposals re- 

arding the Development Loan Fund and the authorizing of the Presi- 
ent to transfer military assistance to economic programs in the amount 
of 30 percent. We also endorse his other proposals which call for a 
more integrated and positive social, economic, political, and psycho- 
logical strategy in counteracting the offensive of the Soviet. Union and 
its satellites among the newly independent nations in Asia and Africa. 


MORAL OBLIGATION OF THIS COUNTRY 


Mr. Chairman and distinguished members of the committee, by ex- 
tending the helping hand of friendship and support to the needy 
nations, we make evident our firm belief in the dignity of man and the 
sanctity of life. This belief is the foundation of the American demo- 
cratic ideal. The uncommitted peoples, constituting almost one-third 
of the population of this globe, realize increasingly that our aid holds 
out to them a future of independence and sovereign development, 
whereas the aid from totalitarian regimes can be accepted only at the 
risk of their very independence. 

Maimonides, the great medieval Jewish thinker and sage, expressed 
what might well be the guiding philosophy of the mutual aid program. 


He states (Code of Maimonides, Laws of Charity X. 7): 


The highest level of material assistance, higher than which is none, is 
to strengthen the hand of the weak and to give him a loan or to enter with him 
into partnership, or to provide him with work to the end that he may no longer 
meed the mercy of man, as it is written (Leviticus 25: 35): And thou shalt 
strengthen him, the stranger and the citizen alike, and he shall live with you. 


In administering our material wealth and technical skills as a trust 
given us by the Creator for use in the service of mankind, we shall 
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bring hope to millions of people in the underdeveloped parts of the 
world, 

This, we believe, is the great moral and historic obligation which 
confronts our country in its role of world leadership. 

Our people support the foreign aid program, because it is the surest 
vehicle we now possess in our waging of peace for all men everywhere. 

Thank you. 

Senator Green. Thank you. 


CLARIFICATION OF ECONOMIC AND CHARITABLE AID 


[ want to draw attention to the fact that you make no distinctions 
in the statement you read between gifts and loans, or between money 
that is to be expended by: them or by us for the same purpose, or between 
economic or charitable aid. Your statement seems somewhat vague 
and general. In other words, the Synagogue Council would favor 
spending vast sums without regard to their source. But we all know, 
as the movers and voters for that resolution knew, that ultimately the 
money comes out of taxes paid by the people. 

Now, are all those people who are behind this statement of the organ- 
ization which represents them in favor of the increased taxation 
necessary to do these things that they recommend ? 

Mr. Feversrern. Well, I am happy you asked that question be- 
cause the statement I made needs clarification in this regard. 

The interest of the organizations and the members of these organi- 
zations that 1 represent is in an overall program which will have as its 
purpose the safeguarding of our rights and our lives as Americans, 

It is the feeling that we can best safeguard what we have by 
following the Biblical maxim that in helping others we help ourselves. 

In helping we also have to be guided by the Biblical maxim that 
it isa sin to waste, and that is the same sin with the same statute as any 
other sin, and so, as religious people, we are also committed to the 
proposition that whatever we do must be done in a manner that is 
efficient and that is effective. 

Also we are not allowed to do more than we are able to do. 

The Almighty gsve us the responsibility to do the best that we 
can, not more than we can. So within the context of these general 
standards, our proposal is that the United States shall do the best 
that it can. 

It is our feeling that the best is not charity or that the best is not 
grants except w here that will be necessary, and the only way is where 
loans can be given and where the money can be returned or can be 
used as a revolving fund until the situation reaches the state that we 
want it to, and we are, therefore, in favor of that. 

If this whole long-range objective is the desired thing because of 
the fundamental principles that I have mentioned, then if additional 
taxes are necessary we certainly would be in favor of the additional 
taxes to carry out a program which would be carried out according to 
the general principles that I have outlined. 


NECESSITY OF INCREASED TAXATION 


Senator Green. You evade the question to a certain extent. You 
say that vou agree to increased taxation if it should be necessary to 
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haveit. Any large expenditure means more taxation than there would 
otherwise have been without that expenditure; does it not? 

Mr. Feverste1n. That is right. 

Senator Green. Then increased taxation is anticipated, and if that 
is the case, I want to know whether these petitioners for this legislation 
are willing to bear the increase. 

Mr. Freversre1n. My answer to that again would have to be that 
this program is considered as a part of an overall program destined to 
help us and to help our fellow man. 

t is in the hands of those whom we feel are most competent to 
develop it and administer it, our Congress and our executive branch. 

Senator Green. That does not answer the question. 

Mr. FEeversTEIN. We feel that they will advise us of the limitations 
that are involved in the giving, in the administering and in the fund 
raising, and we are guided by the advice which they give, and by the 
principles which we would like to see used as a guide. Within the 
context of all of this, should it be necessary that taxes be increased or 
that any other sacrifice be necessary, then I can see no alternative to 

le of moral purpose when they are faced with a need to dig into 
their own pockets, 

Senator Green. It is not a question of whether you can see it or 
not. The question is, as a matter of fact, have they expressed a 
willingness ¢ 

Mr. Freverste1n. Well, to that I must answer that 

Senator Green. I do not like this to be dependent upon your per- 
sonality. You are speaking for a large number of citizens, are you 
not 4 

Mr. Feverstern. That is right. 

Senator GREEN. I understood that was your claim. 

Mr. Feversrern. That is right. 

Senator Green. That is right; and the question is whether they are 
willing, in your opinion, to bear any increased taxation which might 
be necessary to carry out these plans. 

Mr. Feversrern. In my opinion they would be. 

Senator Green. That is what I wanted to know. 

I think it is — important that we make this known. I asked the 
last witness who appeared before this committee just before the 
luncheon recess the same questions, and I do not want you to think 
it was discriminatory. I think it might have been asked of the others, 
too, but perhaps they all would have given the same answer that you 
have given. It is not very intelligent for people to urge the Govern- 
ment to go into huge expenditures of money unless at the same time 
they would be willing to do their share of raising that money by taxa- 
tion if necessary. 

This is not a Santa-Claus proposition where he will bring this 
money down the chimney and give it away whenever our governmental 
authorities decide it should be done. 





CHARITABLE ELEMENTS OF PROGRAM SHOULD BE REPLACED BY REPAYABLE 
LOANS 


Then it is partly for economic reasons and partly for charitable 
= that you want to raise this money and do these things, is 
it not 
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Mr. Feuerstein. Yes. 

We would like to point out, as I did before, that the charity phase 
is one that we believe is the element that we would like to remove most 
quickly, and we would like to move in the direction of loans. 

Charity is a word that the recipient, as you mentioned before, is not 
very happy with, and the reward to the giver is not very great as far 
as the recipient is concerned, because it is very embarrassing to re- 
ceive charity. 

We would, therefore, feel that it would be in the best interests of 
all to have the money go in a way 

Senator Green. I do not think we have the time to go into the degree 
of embarrassment between the recipient and the donor in this case. 

I do not think there has ever been shown very much embarrassment 
in receiving, and some people think there ought to have been more 
embarrassment at the giving. However, that is another matter we 
will not go into. 

Thank you very much for your testimony. 

Mr. Feverstern. Thank you, sir. 

Senator Green. The next witness is Mr. Walter Harnischfeger, the 
national chairman of the Citizens Foreign Aid Committee, who is 
from Milwaukee, Wis. 

Mr. Harniscurecer. Thank you, Mr. Chairman. 

Senator GreEN. You may proceed, Mr. Harnischfeger. 





STATEMENT OF WALTER HARNISCHFEGER, CHAIRMAN, CITIZENS 
FOREIGN AID COMMITTEE 


Mr. Harniscurecer. Yes, Mr. Chairman. Ten minutes is rather 
a short time to cover the fact involving this subject. 

Senator Green. Yes, but a great many 10-minute periods consume 
a great deal of time, as you know. 

Mr. Harniscnrecer. Mr. Chairman and members of the committee, 
I thank you for this privilege of appearing before you to state my 
views on foreign aid. y name is Walter Harnischfeger. Iam chair- 
mean of the board of the Harnischfeger Corp. of Milwaukee. I ap- 
pear before you as a citizen concerned for the general welfare and 
security of the United States. I speak also as national chairman 
of the Citizens Foreign Aid Committee. Associated with us are some 
of the foremost Americans of our time. 

We are gravely concerned with the economic situation prevailing 
in this country today. The United States is confronted with inflation, 
violent in itsimpact. If it is not stopped, it inevitably will wreck our 
economy and destroy our freedom. It will wipe out the future earn- 
ings and savings possibilities of individuals and businesses, and many 
institutions supported by trust funds. The result would be chaos and 
a Communist victory without war. 


THE ECONOMIC IMPACT OF FOREIGN AID 


During the year 1958, our gold reserve was reduced by $2.3 billion. 
It now stands at around $20 billion, and of this remaining total, 
70 percent is now subject to foreign demand. Unless this flight of 
gold is substantially reduced, we face currency devaluation with dire 
consequences for us and the entire free world. Our gold reserves, in 
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relation to money and deposit liabilities, have dropped from 21.7 
percent in 1939 to levels prevailing just before the 1929 crash—less 
than 8 percent. A table is attached to substantiate this statement. 

Our total debt, public and private, and our various Federal com- 
mitments have reached the fantastic total of a calculated $1,350 billion, 
far greater than that of all other countries in the world combined. 

Many are the causes. Most of them are related to wage demands, 
enormous Government spending, and sheer fiscal irresponsibility. 

This afternoon I shall confine myself to the one major area of 
Government spending and administration least known to the Ameri- 
can people, foreign aid. 

Our foreign aid spending since the war now totals approximately 
$70 billion. This is exclusive of the cost of our forces overseas. We 
must recognize the direct relationship between this foreign aid spend- 
ing and budget deficits. Foreign aid expenditures account for ap- 

roximately one-fourth of our Federal debt today. Foreign aid, with 
its present scope, consumes the equivalent of 20 percent of our per- 
sonal income tax collections. While other countries have been recipi- 
ents of our foreign aid, are enjoying prosperity and tax reductions, 
our administration has recommended continuation of global assist- 
ance. When we consider the future foreign aid program as recom- 
mended by the administration, we have to add to the recommended 
appropriation of $3.9 billion the following items that are all a part 
of foreign aid: $4.5 billion for the International Monetary Fund and 
subscription to the World Bank, $400 million recommended by the 
Draper committee, and $350 million for additional assistance to Latin 
America.!. Although not technically part of foreign aid, our over- 
seas troops and military establishments are annually spending $3.5 
billion overseas. Thus, a program calling for foreign expenditures 
approaching $12.6 billion without any end in sight is imposing upon 
present and future taxpayers an intolerable burden. 


U.S.-FINANCED FOREIGN COMPETITION 


Our limitless subsidies of foreign industry have put the American 
taxpayer in a ridiculous position. He is required to furnish these 
funds through his payment of taxes. Thus, he develops competitors 
with whom he will eventually not be able to compete for the markets 
he has previously enjoyed. Iam reliably informed that a substantial 
number of steel mills throughout the world have received financial as- 
sistance through foreign aid. As a result, steel rails and nails from 
abroad are used in Idaho mines delivered there cheaper than from 
Chicago or Utah. European steel is underselling United States- 
made steel within a stone’s throw of Gary, Ind. 

This type of foreign aid is not only affecting the American busi- 
nessman, but also his employees. The public has been advised re- 
cently through advertisements that there are still 200,000 steelworkers 
unemployed. Continued American subsidy of foreign industry is cer- 
tainly not going to improve this unemployment situation and, un- 
doubtedly, will cause additional unemployment. 


1 The proposed Inter-American Development Banking Institution. 
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INFLATIONARY IMPACT ON RECIPIENTS 


In certain areas of the world, foreign aid has brought about severe 
inflationary pressures. We have developed and expanded basic in- 
dustries without regard to the development of secondary or consum- 
ing industries. If initial aid will not include a self-generating and 
naturally increasing economy which will feed upon itself, can we af- 
ford to continue a policy of supplying millions of additional dollars 
in order to sustain a basic industry without a market for its products? 


MILITARY ASSISTANCE 


Our leaders advocate continued global military assistance as es- 
sential to our survival. I am not a military expert, but on our com- 
mittee are several very well-qualified military men, four of whom are 
graduates of West Point with outstanding war records. It is logical 
that the committee’s views on military assistance be conveyed through 
these qualified military members of the committee. 

I feel compelled, however, to make one observation regarding honest 
objective analysis and constructive criticism of our military assistance 
program, and that is the loose reference to any critics of the program 
as isolationists. Many of the members of our committee are engaged 
in substantial foreign trade. They subscribe to commerce between 
nations through businesslike, sound financing. It, therefore, should 
be quite clear that any reference to our committee or its members as 
isolationists is merely a name-calling tactic in an effort to distract the 
public from the real issues involved in the foreign-aid problem. 


CONCLUDING RECOMMENDATIONS 


In conclusion, I recommend that the Congress reappraise the entire 
foreign aid program and I suggest the following be given considera- 
tion : 

1. Greater encouragement should be given to private capital as a 
substitute for Government-financed point 4 programs. (Private man- 
agement and know-how made America great and insures self-liqui- 
dating programs. ) 

2. ‘Taxes should be liberalized by adoption of tax-incentive legis- 
lation to encourage private rather than Government investment 
abroad. 

3. The Export-Import Bank should administer existing appro- 
priations and include reinsurance of private bank credit similar to 
that which is in existence in Germany, Great Britain, and Canada. 

4. Teams of engineering and accounting experts from private in- 
dustry should be invited by the Government to serve without pay to 
help rationalize these programs. 

5. A further study Asoiila be made to determine how surplus com- 
modities could be moved into the international market rather than 
spending additional cash dollars. 

6. The funds available for the new Development Loan Fund— 
which are soft money loans and compete with hard loans of American 
investors—should be turned over to the Export-Import Bank to be 
utilized for reinsuring private American exporters on rational terms. 

7. Counterpart funds should be liquidated as these funds are im- 
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possible to administer effectively without becoming involved and in- 
terfering in the political structures of alien countries. 

8. Our representation in international finance organizations should 
be in proportion to our contribution toward the operating funds. 

It is unrealistic to assume that 6 percent of the world’s population, 
in spite of our resources and ingenuity, can carry on its back 72 other 
nations now receiving foreign aid. We now face a $12 billion deficit 
annually. Additionally, we have a mounting national debt now being 
refinanced at 4-percent interest on a short-term basis. 

A $2 billion reduction in this year’s foreign aid appropriation, with 
a liquidating period of the balance of foreign aid in 3 years should 
assure a gradual readjustment and the natural forces should take up 
the vacuum. 

That substantially covers the recommendations of our committee, 
Mr. Chairman. 

(The table appended to Mr. Harnischfeger’s statement follows :) 
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! End of June, generally June 30. 
2 May 28-31, 
3 Feb. 25. 


Source: Economists National Monetary Committee. 
COMPOSITION OF CITIZENS FOREIGN AID COMMITTEE 


Senator Green. What is the committee you refer to—the Citizens 
Foreign Aid Committee ? 

Mr. Harniscurecer. That is right. 

Senator Green. Tell us about that committee. 

Mr. Harniscurecer. Well, there are 38 representatives. There are 
a substantial number of businessmen, men who have been successful 
in their enterprises, and also are operating in foreign countries, such 
as General Wood, who was the head of Sears Roebuck, and who built 
up the largest merchandising organization in the world, and who 
operated in foreign countries. 
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Then there is Mr. Hummel, who is at the head of the Lone Star 
Cement Co., which is the largest cement company in the world, and 
they operate in a great many * forei ign countries. 

Then there is Mr. Rockwell, who is in the manufacturing business 
in Pittsburgh; Mr. Prentis, Henning Prentis, who was the head of 
the foreign ‘aid study of the Hoover reorganization program, and who 
has had an extensive experienc e in foreign economics; Mr. Pew, who 
is the head of the Sun Oil Co., and that is a substantial part of the 
men who are in industry; Mr. Kemper, head of the Lumbermen’s 
Mutual, who was Ambassador to Brazil and at one time president of 
the U.S. chamber, who has had a broad experience in international 
affairs. 

In the military you are going to hear from General Wedemeyer, 
General Fellers, and, in addition, General Stratemeyer, and also, 
again, General Wood. 

All these gentlemen have had a broad experience. As far as the 
legal end is concerned, we have men like Mr. Dresser and Mr. Manion, 
and several ex-Senators; for instanc e, Senator Wheeler. We have 
men who have had experience in economics and legal affairs. In fact, 
many of them question really the constitutionality of the ability to 
authorize funds in the various ramifications that are being authorized 
under the prevailing mutual security program. 

In addition to that, we have a number of people in the economic 
field. 

Senator Green. Are all these names you have mentioned those of 
persons who are members of the Citizens Committee ¢ 

Mr. Harniscurecer. Yes, sir; they are all members. 

Senator Green. Were you authorized to present their point of view 
to this committee ? 

Mr. Harniscurecer. I am. 

Senator Green. We like to have all points of view presented that 
exist in this country. I am therefore glad to hear from you. 


CRITICISM OF FOREIGN AID PROGRAM 


Mr. Harniscurecer. Well, I just want to say in my own experience, 
I spent 46 years in the heavy industries and, ‘of course, if there ever 
is a cyclical industry, it is the heavy industry. 

I have seen practic ally every country in the world, with the ex- 
ception of the interior of C hina; I have seen some of these foreign 
aid programs in operation, and it is my conclusion that, first of all, 
we are doing more to socialize the international economy than we are 
doing to stabilize it, and I do not think that the American people— 
that we can buy our way out of communism. 

I give you as an illustration Venezuela. Venezuela is one of the 
richest countries in the world per capita. The American oil inter- 
ests and the American steel interests produced annually about $250 
million in net to balance that economy, but in spite of that you have 
revolutions. 
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Now then, in addition to that we put point 4 fellows into Vene- 
zuela. I ask you, with $250 million surplus, why do you want to 
send people in there to iva them how to spend more money ? 

If you go over into an area like Peru, for instance—there is another 
member on my committee here, Mr. Tittm: ann, who is with the Amer- 
ican Smelting & Refining, and ‘they put up one of the largest mining 
properties in ‘the world, which I visited. There were 450 Americans; 
they employed 7,000 Indians. They put up a city, they put up 
smelters, they put up schools and churches, and all of this done under 
the free enterprise system, and I merely say that that type of an 
investment makes a greater contribution for the economy and does 
not require the great amount of expense and overhead in programing 
which, in many cases, is done, well, by young, inexperienced people. 

Senator GREEN. Do you mean to imply that that same system could 
be put into effect in these other countries which are being aided now 
by the U.S. Government ? 


A COUNTRY NEEDS RESOURCES TO BE DEVELOPED 


Mr. Harniscurecer. Of course, I ask, well, what is the definition 
of an underdeveloped country ? 

Senator Green. I am not asking it. 

Mr. Harniscurecer. I merely bring that question up. 

In other words, the question came up this morning, one of the 
Senators raised the question, well, how can American industry ex- 

and their position in those areas. My own opinion still is that if you 
1ave got an underdeveloped country it, of course, must have some 
resources if you want to attract American capital. 

Senator Green. Do I understand you to claim that the same prin- 
ciples apply to a developed country as to an underdeveloped country ? 

Mr. Harniscurecer. No. In other words, my own opinion is that 
so far as Europe is concerned certainly we have put in many billions 
of dollars. They can stand on their own feet, and certainly there is 
no reason for continuing any aid in those areas. By the same token, 
if you want to expand your developments in underdeveloped areas, 
every effort, in my opinion, should be made in order to attract private 
capital, and in that w ay get some return for the benefit of the 
American economy. 

Senator Green. Thank you. 

Mr. Morse, have you some questions to ask ? 

Senator Morse. I think you have, Mr. Chairman, the witness’ sub- 
mission of a document that prob: ably sets out the full membership of 
the committee. I think we ought to have the full membership of the 
committee. 

Mr. Harniscurecer. We have that. 

Senator Morse. We ought to have it in the record, in the commit- 
tee’s file. 
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(The document referred to follows :) 


Tue CiTizENs ForeEIGN AiD COMMITTEE 


Walter Harnischfeger, Chairman, Mil- 
waukee, Wis. 

Hon. T. Coleman Andrews, Richmond, 
Va. 

Hon. Spruille Braden, New York, N.Y. 

Frank C. Brophy, Phoenix, Ariz. 

Hon. Howard Buffet, Omaha, Nebr. 

F. Gano Chance, Centralia, Mo. 

Robert B. Dresser, Providence, R.I. 

BE. M. Elkin, Pittsburgh, Pa. 

Hon. Guy George Gabrielson, Bernards- 
ville, N.J. 

Luther O. Griffin, Huntington, W. Va. 

Robert M. Harris, Forest Hills, N.Y. 

A. G. Heinsohn, Jr., Knoxville, Tenn. 

R. A. Hummel, New York, N.Y. 

Clarence Budington Kelland, Scotts- 
dale, Ariz. 

Hon. James 8S. Kemper, Chicago, Il. 

Hon. J. Bracken Lee, Salt Lake City, 
Utah. 

William Loeb, Reno, Nev. 

R. Chesley McCormick, Wichita, Kans. 

William L. McGrath, Cincinnati, Ohio. 

Sterling Morton, Chicago, Ill. 

Ruth Murray, Oshkosh, Wis. 


Hon. Gerald P. Nye, 
N. Dak. 

Hon. Samuel B. Pettengill, Grafton, 
WG 

J. Howard Pew, Philadelphia, Pa. 

Chief Justice M. T. Phelps, Phoenix, 
Ariz. 

Henning W. Prentis, Jr., Lancaster, 
Pa. 

Col. Willard F. Rockwell, Pittsburgh, 
Pa. 

Hubbard S. Russell, Maricopa, Calif. 

Lieut. Gen. George HE. Stratemeyer, 
Winter Park, Fla. 

Ernest G. Swigert, Portland, Oreg. 

Garvin BE. Tankersley, Bethesda, Md. 

Dr. Charles C. Tansill, Washington, 
D.C. 

E. MeL. Tittmann, New York, N.Y. 

Gen. Albert Wedemeyer, Boyds, Md. 

Hon. Burton K. Wheeler, Butte, Mont. 

Gen. Robert E. Wood, Chicago, Il. 

Dean Clarence Manion, legal counsel, 
South Bend, Ind. 

Brig. Gen. Bonner Fellers, study coor- 
dinator, Washington, D.C. 


Cooperstown, 


TAX INCENTIVE LEGISLATION 


Senator Morse. I have only one question or comment. to make, which 
is by way of asking for more information, I think. 
I will ask you to turn to page 5 of your statement, subpoint 2. It 


so happens that you raise a problem when you say that taxes should 
be liberalized by the adoption of tax incentive legislation to encourage 
private rather than Government investment abroad. You raise a 
point that we are going to have to meet here in the Congress in the 
consideration of a series of legislative proposals in regard to tax 
structure for American companies operating abroad. 

For my own part, I have been unable to reach any conclusion yet as 
to what the program ought to be. It is a matter that I still have to 
study through. ‘There seem to be a lot of pros and cons in connection 
with each one of the proposals. 

Mr. Harniscurecer. Of course, I would ike—— 

Senator Morsg. It would be helpful to me, and I think to the com- 
mittee, and you certainly do not have to do it in time to get it in before 
this particular record closes, if your committee would submit to us 
a breakdown of this recommendation in the form of specific legisla- 
tive proposals that you think ought to be considered. 

I want to tell you why I think it would be helpful to us. 

I happen to be chairman of the Subcommittee on Latin American 
Affairs, and we are conducting a rather extensive study as a commit- 
tee into Latin American relations, and we have already had a sug- 
gestion made to us by various American business groups operating 
in Latin America that they think we should give some consideration 
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to some form of tax reform affecting their operations in Latin 
America. 

I do not have to tell you that it raises a very controversial issue at 
home, and it may be because the proposals are not well understood. 

I do not know. 

What I would appreciate, Mr. Chairman, would be to have this 
witness at a subsequent date and at his leisure—even after the record 
of this hearing is closed, if he cannot get it in beforehand—submit 
specific legislative proposals that he thinks would meet the problem 
that he has raised. 


LATIN AMERICAN ILL FEELING TOWARD AMERICAN BUSINESS 


[ probably ought to make this further comment that is puzzling 
me in my work on the Latin American Subcommittee. 

I have talked to some of the high government officials in some of 
these Latin American countries about the basis of alleged anti- 
American feeling that exists in some parts of Latin America. 

I was surprised, and you may be surprised, at the number of times 
these government officials in Latin America have said, “It isn’t Amer- 
ican businesses we need down here. It is the development of busi- 
nesses of our own nationals that we need here.” 

I can understand that from the point of view of a government 
official of some Latin American countries. 

What has been disturbing me is they go on to say, “Your companies 
come down here, they establish businesses in our country, they take 
the profits out of our country; they use us, in effect, as a sort of eco- 
nomic colony of the United States, and what we really need to do, con- 
sidering X Latin eae country now—what we need to do in X 
Latin American country is to get some help in developing our Latin 
American industries riches than importing American businesses.” 

Well, that is a highly nationalistic point of view, it seems to me, 
from their standpoint, but we have got to face up to the fact to what 
extent that point of view exists and to what extent, if any, anti- 
American feeling may be created in Latin America by the very fact 
that. we are trying to help by sending American capital into a Latin 
American country to de velop an American business which we hope, 
in turn, will develop their resources. 

Sometimes when I hear these areuments I feel that we get. criti- 
cized no matter what we try to do. But it does have a bearing on 
this tax matter that you raise. 


INTER-AMERICAN COUNCIL 


Mr. HLarniscrrecer. Well, I would like to say, first of all, I have 
been on the Inter-American Council, on the board for many years. 
As a matter of information, Mr. Kemper was originally responsible 
for that. The council is a loosely knit organization of businessmen 
throughout Latin America and once every 2 years we have a confer- 
ence. At that time, at that conference there are about 500, 600 Latin 
American businessmen and, of course, a great many of these matters 
have been discussed. 

We have drawn up a set of principles that all these Latin Americans 
have agreed to at this convention, or at the several conventions, in 
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which they are trying to build up sentiment for investment rather 
than socialized programs as, for instance, existed in the Argentine. 


FALLACY OF MUTUAL SECURITY PROGRAM 


Now, of course, you cannot develop any country overnight. I think 
that is the great fallac y . our mutual security program. 

We move into the Far East and into the ‘underdeveloped areas, 
Take, for instance, in Liberia. We go in there, and that is even an 
American protectorate, and we take some of our mutual security funds, 
we put a university in there. Well, in my opinion, there is about as 
much use for a university in Liberia as a man in the moon, and the 
point is, sure, if you would have taken a quarter of that amount of 
money and sent over some American farm experts and showed these 
natives how to increase their productivity, to increase their standard 
of living and built a university there in 20 years, well, maybe we 
would ultimately get someplace. 

But, there also—sure, there is a Firestone Tire Co. and they have 
done an outstanding job i in building up the rubber plantations. They 
have got schools, and they are buil ling up the standard of living 
of the natives, 

There is Bethlehem Steel. They have got a manganese mine. 

What I mean is, you get an evolution in society rather than a revo- 
lution in society, which seems to be the objective under our mutual 
security program where we are taking our resources and dissipating 
them all over the world and, as you say, we do not even get thanks 
for it. 

Senator Morse. I am through except to say that any further infor- 
mation that the witness wants to submit on item 2 on page 5 I would 
welcome. 

Mr. Harniscurecer. I will be glad to take that up. In fact, we 
have got, among others, Mr. E. M. Elkim, who was the general tax 
counsel for Westinghouse for many years. He is probably one of the 
top taxing authorities in the country. Our position in tax legislation 
is that if. you are in the international market, you have to compete 
and, of course, if the British charge corporate taxes at 38 percent, 
well, we are just 14 percent out of line. If the Germans ch: arge 38 
percent and we charge 52 percent, we are just putting a handicap on 
providing what you might call free private capital. 


PRESERVATION OF PRIVATE CAPITAL STRUCTURE 


[ again want to emphasize that in my opinion this Development 
Loan Fund will undermine the private capital structure of America 
and if we once lose that—in other words, I can relate a very short 
story. I saw Europe for over 50 years. I saw two infl: ations, which 
were the results of dictators, and finally in 1946 I was one of the first 
civilians who went in there under Army orders. I went through 
that whole country and saw it completely devastated and most people 
like ourselves were in concentration camps. 

I just want to say it is all right to be a good kind Charlie, but if 
this thing ever happened in reverse—in other words, there was a little 
rumbling about what Hoffa was going to do—but just get a good 
period of unemployment, get a serious crisis in America, w hich would 
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be brought about by inflation and you would see some sparks around 
here. 


I again say that in my opinion this is one of the most important and 
serious problems. I think you people in the Senate and men in the 
House should have the intestinal fortitude to stand up and say, 
“Boys, we are going to keep this on an even basis. 


Senator Green. Thank you, Mr. Harnischfeger, for your testimony. 

Mr. Hlarniscurecer. I would like to have you ine lude that in the 
record, if I may. 

Senator Green. If it is not too long. 

(The documents referred to follow :) 


CITIZENS ForeEIGN AID COMMITTEE, 
Washington, D.C., May 20, 1959. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Foreign Relations Committee, Senate Office Building, Wash- 
ington, D.C. 

My Dear Mr. CHAIRMAN: It is respectfully requested that the following docu- 
ments which relate to foreign aid be inserted in the record along with my presen- 
tation today. These documents, in general, reflect the views of the Citizens 
Foreign Aid Committee. 

Manion Forum Broadeasts: 

“Foreign Aid—Breeder of National Agony.” 

“Foreign Aid—Mainspring of Fatal Inflation.” 

“Our ‘Foreign Aid’ a Kremlin Weapon.” 

“A Great American Says: ‘Shut Off All Trade and Foreign Aid to Reds.’ ” 

Dan Smoot Report, May 11, 1959: “American Investments Abroad.” 

Editorial, “The Revolt Against Foreign Aid,’ Chicago Daily Tribune, Wednes- 
day, May 20, 1959. 

Faithfully yours, 


WALTER HARNISCHFEGER, National Chairman. 
[Manion Forum Network, Broadcast No. 228, Feb. 8, 1959] 


FoREIGN AID—BREEDER OF NATIONAL AGONY 


(Mr. Walter Harnischfeger, chairman, Citizens Committee on Foreign Aid and 
chairman of the board, Harnischfeger Corp., Milwaukee) 


Dean MANION. This broadcast is being brought to you from Washington, 
D.C., where a most unusual and very hopeful public statement has just been 
made. Mr. Walter Harnischfeger, the renowned and respected Wisconsin indus- 
trialist, has announced the formation of a national committee composed of 
business and professional men to fight for a drastic cut in President Eisenhower's 
proposed foreign aid appropriation. 

Mr. Harnischfeger is eminently well qualified to speak on the subject of world 
trade. He has long been a member of the Inter-American Council as well as the 
Far East Council of American Businessmen. He is now chairman of the famous 
Harnischfeger Corp., of Milwaukee, which, for three-quarters of a century, has 
been a leading manufacturer of heavy machinery for this country and for the 
entire world. 

Through the years this gentleman has been a frequent visitor to all of the 
important countries of the world, including many of those now behind the Tron 
Curtain. Very recently he has been in the many foreign countries now receiving 
assistance form the United States and has sensed the impact of these billion 
dollar give-aways from firsthand observation. 

The announced formation of Mr. Harnischfeger’s committee has created quite 

‘stir’ here in the Nation’s Capital. Consequently, I have asked the distin- 
guished chairman to meet me here in the studio and give this audience an infor- 
mal briefing on what this new organization is expected to accomplish. 

Mr. Harnischfeger, tell us why this committee was formed. 

Mr. HARNISCHFEGER. It was formed because many of us feel that Congress 
has the right and duty to hear both sides of this critical question. 
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For years the administration has put together committees in favor of foreign 
aid, composed largely of people who have personal or business interest in per- 
petuating the continuity of this institution. 

The President appointed such a committee a few weeks ago and they are 
now preparing to give Congress and the American people reasons why this 
apparatus for bureaucratic give-away should be continued and made perpetual. 

Personally, I am very much of the opinion that, unless the taxpayers of this 
country firmly resist and substantially cut the upcoming foreign aid appropria- 
tion, there is every likelihood that this foreign give-away will be made perpetual 
and, in the end, wreck our economy. 

DEAN MANION. Mr. Harnischfeger, what does your committee propose to do? 

Mr. HARNISCHFEGER. First of all, our committee expects to make a realistic 
evaluation of the entire foreign aid program. We are now in consultation with 
experts who have firsthand experience with the development and execution of 
foreign aid. 

These evaluations have already gone far enough to convince me that Congress 
must call a halt to these ever more lavish outlays if the country is to be spared 
the disasters of ruinous inflation. Unless inflation is brought under control, 
it will result in our citizens losing their savings, wreck our way of life and 
result in social chaos. 


FOREIGN AID SPUR TO INFLATION 


Dean Manion. Mr. Harnischfeger, explain the impact of foreign aid upon 
the inflationary dangers that confront the country. 

Mr. HARNISCHFEGER. It is my opinion that inflation is one of the greatest 
threats to our free enterprise system. We know, of course, that inflation gets 
its most disastrous impetus from Federal deficit spending, which has now pushed 
our Federal debt to unprecedented heights. 

A full fourth of our Federal debt of $283 billion has resulted from budget 
deficits arising in large part from our foreign aid program. The annual interest 
on the aid portion of our Federal debt is more than 32 billion. This interest, 
together with foreign aid appropriations, totals more than $7 billion annually. 
Thus, the equivalent of some 20 percent of our personal income tax is devoted to 
financing the cost of our past and present foreign aid program. 

Dean Manion. Mr. Harnischfeger, I have heard you express apprehension 
about the continuous flight of gold from United States ownership. We know, 
of course, that is a powerful inflationary factor and I think this audience 
would like to hear you say a word about that. 

Mr. HARNISCHFEGER. The flight of gold from United States ownership cer- 
tainly is disturbing. During 1958 alone, more than $24 billion in gold has been 
taken from us by foreign countries. This great outflow of gold signifies a 
growing distrust all over the world of the future of the American dollar. 

Today the U.S. gold ratio to our own money has declined to a figure lower 
than it was during the depth of the 1933 depression, 

Dean Manton. Mr. Harnischfeger, where do these foreign governments get 
the dollars to buy the gold that is now flowing out of this country? 

Mr. HARNISCHFEGER. They get the most of it from Foreign Aid appropriations, 
This means that we are borrowing money to give to foreign governments who 
use it to deplete our gold supply and thus debase the value of the American 
dollars that are left in the hands of the American people after they pay the 
highest taxes in the history of the world. 

Dean Manton. Do you think we can hope to reduce other Federal spending 
unless we can materially reduce the foreign aid appropriation ? 

Mr. HARNISCHFEGER. No, I do not. Unless we can cut the foreign aid appro- 
priation to the bone, we cannot seriously expect Congress to cut down Federal 
appropriations for domestic projects and services. 

It is unreasonable to ask Congressmen to vote for multimillion dollar roads, 
dams, schools and reclamation projects for Thailand, Pakistan, Iran and such 
places, to say nothing of Communist Yugoslavia and Poland, and then expect 
the same Congressmen to vote against appropriations for the same projects for 
Iowa, Wisconsin, California or Georgia. 

We might just as well face it—our one hope for a balanced budget and the 
avoidance of more disastrous dollar-destroying deficit spending lies in the pros- 
pects for cutting the foreign aid appropriation to the bone. In my opinion, the 
crisis that faces this country is just as simple as that. 





| 





0 


1e 


rs 


{= 


al 


or 


ne 
s- 
he 


aa 


MUTUAL SECURITY ACT OF 1959 1031 


COMMITTEE TO BESIEGE CONGRESS 


Dean MANION. Mr. Harnischfeger, what makes you think that your committee 
will be successful in this effort to reduce the foreign aid appropriation? 

Mr. HARNISCHFEGER. Of course, my thinking may be wishful, but I honestly 
believe if we make an honest presentation of our case to Congress and to the 
American people, our committee can achieve a great measure of success. 

After all, this will be the first time to my knowledge that such a committee has 
peen formed. Its work is long overdue. Congressmen themselves have com- 
plained to me and to others that 9 out of 10 of the witnesses who appear before 
their appropriations committees are bureaucrats who expect to spend the 
money. 

It is unfortunate that the taxpaying public has no informed, professional, co- 
ordinated voice to speak for it at these hearings. It will be the purpose of our 
committee to give them such a voice and I am confident that Congress will listen 
to it. 

Dean MANION. We have a few minutes remaining, Mr. Harnischfeger. Is there 
any other information about your committee that you would like to add as a 
conclusion ? 

Mr. HARNISCHFEGER. In conclusion, I want to say that I and the members of the 
committee believe in aiding people in case of disaster. Our country has always 
come to the aid and assistance of people everyhere who were stricken with 
disaster. 

The trouble with foreign aid is that it has been perpetuated far beyond the 
emergency Which called it into being. At the present time, the substantial part 
of foreign aid is used to aid and perpetuate socialistic governments. The people 
seldom know that our aid is given and the result is that in spite of our generosity 
many of them hate us. 

Our committee is not composed of so-called isolationists. We are and always 
have been in favor of foreign trade, and sound foreign loans, financed, as far 
as possible under the free enterprise system. It is because we believe that 
foreign aid as it is presently conducted is destroying the free enterprise system 
that we are so strongly against it. 

Dean MANION. Thank you, Mr. Walter Harnischfeger, for this convincing ex- 
planation and for your leadership of this distinguished new committee to 
drastically reduce the pending foreign aid appropriation. 

I am sure that this audience of taxpayers shares my own sincere hope that 
you will succeed in cutting this appropriation to the bone and pave the way 
for the early elimination of this multibillion dollar boondoggle altogether. 

As you have so logically demonstrated, it is little short of hypocritical for 
President Eisenhower to predict a balanced budget for the next fiscal year and, 
in the same message, to insist that Congress appropriate nearly $4 billion as 
the taxpayers’ current tribute to the most notoriously misdirected, mismanaged 
and miscarried fiscal farce in all history, which is precisely what our foreign 
aid fiasco amounts to in sum and substance. 

In this connection, it is interesting to note that Mr. Henry Cabot Lodge, U.S. 
Representative at the United Nations, has just handed Mr. Paul Hoffman a half- 
million dollars of the American taxpayers’ money to launch Mr. Hoffman into his 
latest assignment of charitable dispensation, namely, managing director of the 
United Nations special fund to provide technical assistance to underdeveloped 
countries. 

Since this is a United Nations enterprise, Iron Curtain countries are eligible 
recipients and, since their state of “underdevelopment” is notorious, we may ex- 
pect them to be first in the receiving line for Mr. Paul Hoffman’s assistance with 
your money, of course. 

There are more dollars where these came from and please remember that all 
of them will be in addition to what President Eisenhower proposes to include in 
the $4 billion, more or less, now pending as the untouchable foreign aid item of 
his $77 billion “balanced budget.” 

Mr. Harnischfeger has just informed me that one of the prime objectives of his 
new committee will bet an attempt to get an independent public accounting of 
what has actually happened to the approximately $80 billion that has been appro- 
priated for foreign aid since this persisting and self-propelled system of inter- 
national waste began with the so-called Marshall plan many years ago. 

The House of Representatives Committee on Government Operations once made 
its own investigation of our foreign aid dispensation in just one country, namely, 
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Iran. The committee found, among other things, that a quarter of a billion dol- 
lars had completely disappeared there without leaving a single trace. 

If this is a fair sample of what has happened to your income tax payments in 
just one relatively unimportant country, try and calculate the total amount of 
worldwide waste that has taken place since we first took on the job of under- 
writing the uplift of all mankind. 

Remember what Mr. Harnischfeger has just said and I quote him exactly: 
“Our one hope for a balanced budget and the avoidance of more disastrous dol- 
lar-destroying deficit spending lies in the prospects for cutting the foreign aid 
appropriation to the bone. The crisis that faces this country is just as simple 
as that.” 

You can help the Harnischfeger committee by relaying its findings and recom- 
mendations to your Congressman. For further details, write to the committee 
headquarters—in care of For America, 1001 Connecticut Avenue, NW., Wash- 
ington, D.C. 


{Manion Forum Network, Broadcast No. 240, May 3, 1959] 


FOREIGN AID—MAINSPRING OF FATAL INFLATION 


(Dean Clarence E. Manion) 


To be effective, popular government requires a prevailing and persisting 
genius for the simplification of complex political issues. 

As long as partisan politicians can successfully complicate public problems 
with convenient accusations concerning cause and effect, the people are helpless 
to do very much about those problems. 

In recent years, the vitally important issue of inflation has been heavily 
insulated from effective popular influence by involved political and economic 
debate over inflation’s causes, nature and effects. 

Meanwhile, the American people have had to grin and bear the reciprocal evil 
of constantly rising prices and steadily shrinking dollars. 

The politicians’ answer to this progressive, dollar-destroying inflation is 
Government intervention with strict, overall wage and price control. 

This political remedy wou!d put the fever-heated patient into a big bureau- 
cratic icepack, but it would do nothing to diagnose or cure the patient’s deadly 
disease. 

Voters whose recollections run back to the rationing and wage freezes of 
World War II recoil in horror from the prospect of another such icepack 
treatment. 

Nevertheless, the Washington politicians have been deliberately inching 
toward that torturing objective, precisely because they are reluctant to throw 
away their beloved bottle of reckless Federal extravagance which is the evil 
source of our prolonged inflationary spree. 

This was the unpromising situation until April 12, when the Chicago Tribune 
suddenly simplified this complicated issue by launching a thundering campaign 
against Federal spending as the deep-root cause of mounting inflation. 

Since then, protesting letters have been showered upon Midwest Senators 
and Congressman at the rate of 100,000 per week. At the same time, many 
hurting and helpless victims of inflation have been pouring their hearts out in 
revealing, prize-winning letters to this big, influential Chicago newspaper. 

Throughout the country, other publications are now taking up the cudgels 
and, at the moment, Congress is literally groaning under the resulting impact 
of popular protest. 

Even those legislators who had eagerly seized upon the 1958 elections as a 
popular mandate for prosperity through Federal extravagance are now beginning 
to talk about the virtues of a balanced Federal budget. At the same time, the 
wild race to get big new spending bills through Congress has slowed down toa 
sedate walk. 

White House Press Secretary Hagerty has publicly announced that the 
President is “delighted with the response to the Chicago Tribune’s campaign 
for economy and wishes that more newspapers would do the same.” (April 22, 
1959. ) 

This is a comforting demonstration of the powers of the American people to 
influence the course of their Government when and if a critical issue is pin- 
pointed for them in the concise terms of practical unified action. 
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The problem now is to widen this popular protest and to sustain and pro 
vision it up to and including the very day that Congress adjourns. Unless this 
is done, a majority of our Congressmen and Senators will undoubtedly con- 
clude that the present popular flare for economy is just another flash in the 
political pan which they may smugly and safely disregard. 

The Washington atmosphere is so densely pressurized with selfish partisan 
politics that it is impenetrable to anything except a sharp and sustained stream 
of outraged popular protest. 

The generation and maintenance of such a stream of expression in an effec- 
tive volume will not be possible unless the millions of people who are now 
being impoverished and ruined by inflation know precisely what ails them and 
exactly what to do about it. 


GET YOUR NEWSPAPERS BUSY 


Every metropolitan and community newspaper in the country should there- 
fore be urged by its subscribers and advertisers to join the Chicago Tribune’s 
anti-inflation campaign by listing the Congressmen and Senators representing 
their respective circulation areas, along with directions for reaching these 
legislators promptly with appropriate demands for Federal economy. 

Nevertheless, even if it is generated and sustained, such a nationwide popular 
blast at our prospective $80 billion spending program may fall short of effective 
cutbacks, unless the protests are obviously well informed and carry at least 
some intelligent specifications concerning where and what Congress should cut. 

For instance, in answer to the present flocd of letters, certain chronic spendo- 
cratic Congressmen are already telling their constituents that “85 percent of the 
budget is for defense or fixed charges” and that “beyond those categories there 
is little or no cushion for substantial reduction in Federal spending.” 

This is political equivocation of the very lowest order. Here are the refuting 
facts presented a few weeks ago by the Honorable Harry F. Byrd of Virginia, 
who throughout his long and distinguished career in the U.S. Senate has never 
fourd it necessary to buy votes with Federal subsidies. Says Senator Byrd: 

“The tremendous recent increases (in Federal spending) have been for 
domestic civilian programs. Since 1954, expenditures outside of defense, atomic 
energy, and foreign aid categories increased from $19.1 billion to the $34 billion 
estimated in the current year. This is an increase of $14.9 billion or 78 percent” 
(since 1954). (Tax Review for April 1959—Tax Foundation, Inc., 30 Rocke- 
feller Plaza, New York 20, N.Y.) 

My friends, ask your Congressman and Senators what on earth pretends to 
justify the current expenditure this year of nearly $15 billion more for non- 
defense items than was spent for such items in 1954. 

Ask these legislators why it is not now possible and desirable to cut these 
nondefense expenditures back to the 1954 level. 

Such a cutback would balance the current budget with billions of Federal tax 
income left over for the immediate reduction of our mounting Federal debt 
which now exceeds its World War II peak by more than $6 billion. 

It is a matter of fact, of course, that there can be no real recovery in the 
purchasing power of the dollar until Federal debt reduction is effected and the 
permanence of such recovery in dollar purchasing power will be related pre- 
cisely to the extent and continuity of such Federal debt reduction. Here is 
more from Senator Byrd: 

“Many of these (Federal) subsidy programs are bottomless pits for Federal 
spending and contribute to sky-high inflation. The Federal Government cannot 
now pay these bills except by increasing debt and inflation (which) has reduced 
the purchasing power of our money 52 percent” since 1939. (Ibid.) 

The damage thus done to the American dollar during the past 20 years is 
now a matter of mournful mathematics. What continued inflation will certainly 
do to the American dollar in the future, and perhaps in a mere matter of months, 
is frightening beyond description. 

As Senator Byrd has said, the Federal Government must now borrow money 
in order to pay its bills, but every such borrowing immediately decreases the 
value of all American dollars and thus raises the dollar price of what the Fed- 
eral Government itself must pay thereafter for necessary goods and services. 

In this vicious circle it is bad enough, certainly, for the Federal Government 
to borrow money and so depreciate the dollar in order to pay subsidies for Amer- 
ican housing, for American farm-price supports, for American highways, Ameri- 
can education, American airports, or for power dams in American rivers. 
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But under these dollar-destroying circumstances, what can be said for our 
persisting practice of borrowing billions every year in order to give them away 
to foreign governments to reduce their respective government debts, to balance 
their respective operating budgets, and for other miscellaneous purposes? 

For these foreign giveaways, our Government has already borrowed more 
than $70 billion, which is more than one-fourth of our present record-breaking, 
dollar depreciating Federal debt. 

The annual interest on this aid portion of our debt is about $2 billion. This 
interest, together with foreign aid appropriations, totals some $7 billon annually. 


TWENTY PERCENT OF INCOME TAX GOES TO FOREIGNERS 


Thus, our past and present foreign aid programs are consuming the equivalent 
of 20 percent of our personal income tax collections. (See Foreign Aid and 
You, published by The Citizens Foreign Air Committee, Suite 335, Connecticut 
Avenue NW., Washington, D.C.) 

Over this microphone in the next succeeding weeks you will hear exhaustive 
discussions about the economic and military phases of this so-called mutual 
security program by two prominent members of the new Citizens Foreign Aid 
Committee, namely, former Ambassador Spruille Braden and the distinguished 
Army General Albert Wedemeyer. 

My purpose now, therefore, is merely to underscore the double-barreled infla- 
tionary impact of our foreign aid spending. 

When our Government borrows money in order to give it away to foreign 
governments, all of the inflationary, dollar-depreciating effects of domestic 
deficit spending are immediately manufactured, plus one other type of fiscal and 
financial dynamite which, in its present state of dangerous, long-continued accu- 
mulation, now threatens to blow our U.S. currency system into smithereens. 

Under existing law, American citizens cannot get gold for their money, but 
foreign governments and foreign banks with dollar credits in this country can 
and do demand and receive payment in gold. 

When these foreign creditors decide to take our gold rather than to buy Amer- 
ican products, they are free to do so—and they are now doing just that at a 
progressively increasing rate. 

In a recent trip abroad, William McChesney Martin, the Chairman of the 
Federal Reserve Board, found a growing distrust in foreign countries over the 
future of the American dollar. 

Because of inflation, our American goods are now being priced out of foreign 
markets. Nearly $15 billion in foreign credits are now on deposit in this coun- 
try as a first mortgage upon our rapidly diminishing gold supply. 

Dollars that we are now giving foreign governments for foreign aid are being 
used by those governments effectively to drain off our supply of gold to the 
point where we now have less than half as much unencumbered gold as the law 
requires to support current outstanding American bank deposits. 

In short, the American dollar, as well as the international economic prestige 
of the United States, is in grave danger. To meet this emergency, financial 
authorities have been debating stern and perhaps equally disastrous alternatives. 
(See Barron’s Weekly, November 10, 1958.) 

Our Government might yet be forced to embargo the further shipment of gold 
to foreign countries or, by law, further debase the gold value of the dollar. 
Either of these measures would have a catastrophic effect upon our economic 
system. 

Under these precarious monetary circumstances, this is certainly no time to 
aggravate this explosive situation by sending more dollars to foreign countries 
which can and may well be used to make a complete shambles of our American 
economy. 

The one sure winner in this continuing game of made-in-Russia roulette would 
be the Soviet Government. If we are given a few more doses of this “foreign- 
aid-to-our-own-destruction,” the dire Communist prophecy, attributed to Lenin, 
will soon be fulfilled—namely, the Soviets will not have to attack the United 
States ; we will fall like an overripe fruit into the Communists’ hands. 

If Congress does not have the courage and the commonsense to cut this ex- 
plosive foreign aid item to the bone, then the American people will certainly 
be helpless when the politicians get around to the highways, the airports, and 
the power dams. 

The fight against inflation and for a balanced budget will be won or lost on 
the pending foreign-aid appropriation. The future of your dollar is just as 
simple as that. 
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[Manion Forum Network, Broadcast No. 214, May 10, 1959] 


OvurR ForEIgGN AID A KREMLIN WEAPON 


(Hon. Spruille Braden, Former Ambassador to Colombia, Cuba, and Argentina) 


Dean MANION. For the first time in its long, wasteful, and scandal-scarred 
history, Our Government’s foreign-aid giveaway program is definitely on the 
defensive. 

Every year at this time we are accustomed to hear President Eisenhower ever 
so solemnly state that the safety of civilization swings precariously upon the full 
amount of his current request for foreign aid. Unless every single dollar of this 
big blank check appropriation for supersecret gifts to unspecified foreign gov- 
ernments is promptly made available to him by Congress, the President is always 
sure that the free world, so-called, will immediately fall apart. 

In spite of the President’s dire warnings, Congress has regularly cut millions 
from his annual foreign aid requests. Yet, none of the disasters that the 
President repetitiously predicts has taken place. 

The fact is, of course, that the foreign-aid spenders are now and have ever 
been plagued with from $3 to $5 billion in unexpended balances from previous 
Congressional appropriations. 

In other words, in spite of their long practice in prodigality, the foreign-aid 
administrators have never been able to give away your money as fast as Congress 
appropriates it for them. This year the President is as sober and as solemn as 
ever in sounding his familiar and now throroughly fatigued phraseology of 
warnings, but something new has been added. In his current plea for more 
foreign aid, the President is flatly and convincingly contradicting himself. 

Currently, the President has been pleading the cause of a balanced Federal 
budget. He has properly and logically insisted that more deficit spending now 
would be the height of inflationary irresponsibility which would play directly 
into the hands of the Kremlin. 

Nevertheless, the President must know what every Congressman knows, 
namely, that if Congress now votes another $4 billion for foreign aid, the cause 
of a currently balanced budget will be hopelessly wrecked in the congressional 
rush to do as much for the home folks as we will have done for the foreigners. 

Unless the spending tide is stemmed at the foreign aid appropriation level, an 
inflationary flood will wash the purchasing power of our presently depreciated 
dollars down the drain of national bankruptcy. This ominous fact is so obvious 
to many responsible people now that prominent citizens from all parts of the 
country have formed themselves into a National Foreign Aid Committee. 

Thanks to the energy and interest of these informed people, congressional 
committees now, for the first time, are hearing the organized taxpayers’ side 
of the foreign-aid story. Likewise, for the first time, the vested bureaucratic and 
internationalist interests of foreign aid are thoroughly alarmed. 

This is a good omen for all of us. I have a distinguished member of this 
new Citizens Foreign Aid Committee here with me now. He is no stranger to 
this microphone and he certainly is no stranger to the foreign relations of the 
United States. I am pleased to present the former U.S. Ambassador 
to Coloinbia, Cuba, and Argentina, my esteemed friend, the Honorable Spruilie 
Braden. of New York. 

Mr. BrapeN. Thank you, Dean Manion. It is a privilege and a duty to speak 
on your forum because it is one of the few bulwarks left in the United States 
against the flood of socialism which presently is engulfing and, unless soon 
stopped, will destroy our great Nation. 

Innumerable and comprehensive reports have been and are being published 
by different congressional committees and by the Comptroller General of the 
United States describing the extravagance, waste, and corruption which per- 
meates so many of the International Cooperation Administration’s operations 
all over the world. So voluminous are they that few people could find the time 
to read all the shocking details. 

Dean Manion, I earnestly ask our listeners today to obtain and skim through 
just a few of these reports. If they will do so, they will be angered to learn 
how billions of hard-earned tax dollars are being thrown away on so-called 
mutual security or foreign aid. They will demand that the President and 
Congress forthwith put an end to the squandering, misuse, and dishonesty in- 
volved in so many of these programs. 
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CONGRESS IGNORES REPORTS OF EXPERTS 


The conditions disclosed in these official investigations are so appalling as to 
convince me that neither the President, the Cabinet nor congressional leaders 
have ever read them. If they had, they long since would have taken positive 
measures to eradicate this disgraceful situation. 

We are told by Washington that these international giveaways are an essen- 
tial foundation for our foreign policy, that they constitute enlightened self- 
interest, a defense against communism, and are simple acts of Christian charity. 
On these false allegations, I submit the following observations : 

We advantageously could heed the experience of Byzantium. As Professor 
George Peter Murdock writes: 

“* * * the foreign policy of the eastern Roman Empire sought always to 
impress less fortunate peoples with the wealth and prosperity of Constantinople, 
and used lavish foreign aid as its principal diplomatic instrument. 

“To the Byzantine rulers, the crudest, simplest, and most direct way of 
influencing foreign nations was by means of money. Money was always regarded 
by Byzantine diplomats as being an irresistable argument, in and out of season. 

“The squandering of resources and neglect of vital interests was more than 
once a matter of concern to observant and thoughtful men.” 

No more accurate description could be given, than this, of foreign aid as the 
cardinal principle in the Truman-Kisenhower foreign policy. I pray that, before 
it becomes too late, Washington will heed the tragic results in Byzantium; 
where, “when the Turks threatened, friends purchased by money proved false 
friends, and the once resplendent eastern empire shrank to a hollow shell and 
ultimately collapsed without a struggle.” 

The President, on March 13, when urging an appropriation for foreign aid 
of nearly $4 billion, declared: “It is not the goal of the American people that the 
United States should be the richest nation in the graveyard of history.” 

The real danger, based on the experience of Greece, Rome, Byzantium, and 
every other civilization which has perished, is that the United States, if it 
continues to squander its wealth, will wind up as the poorest nation in the 
graveyard of history. 

To ignore both history and the commonsense proposition that one cannot buy 
friends would be foolhardy enough. But, one of the greatest ironies of the 
20th century is that the U.S. foreign-aid program is following Communist dictates 
to the letter: 

1. It piles more billions one top of the already extravagantly bloated U-S. 
budgets and deficits. 

It accounts for nearly one-third of this year’s Federal deficit of $12 billion. 

It aggravates inflation, lowers the purchasing power of the dollar, devalues 
the people’s savings and brings on countless other economic evils and distor- 
tions. 

It has taken the product of 600,000 workers in this country, largely to give 
away abroad. This adds still more to inflation. 

By thus bankrupting our country, foreign aid adheres to Lenin’s formula 
for defeating and destroying the capitalist nations by, as he said, “debauching 
their currencies.” 

It likewise often causes inflation, economic and political upheavals in the 
recipient countries. 

2. Our foreign aid programs closely coincide with an old and basic Commu- 
nist policy set forth by Lenin and Stalin and which can be summarized by the 
latter’s explanation that if communism were to succeed in conquering the world, 
the Western nations’ rear guard, i. e., their reserves in the dependent and 
colonial areas, must be revolutionized. Lenin said: 

“That is why it is essential that the proletariat of the advanced countries 
should render real and prolonged aid to the backward nationalities in their 
cultural and economic development. 

“Unless such aid is forthcoming, it will be impossible to bring the various 
nations and peoples within a single world economic system that is so essential 
for the final triumph of socialism.” 


ALLIES CAN WEAKEN IN A STORM 


Allies will remain together only so long as their interests are parallel or of 
such a nature as to make it mutually worthwhile. To always count on allies 
when the chips go down is foolish sentimentality. 





i 
| 





MUTUAL SECURITY ACT OF 1959 1037 


The validity of George Washington’s farewell advice remains unaltered by 
time, space or science, because it rests on the facts of life and human nature. 
He counseled: “Tis our true policy to steer clear of permanent alliances with 
any portion of the foreign world.” 

Everyone respects power, and nothing succeeds like success. If we will make 
the United States of America and this hemisphere as strong as possible spirit- 
ually, economically, and militarily, other nations will feel that their best inter- 
ests will be served by being on our side and, to this end, will make themselves 
strong. This is the best way to get responsible partners. 

All of our World War I and II Allies—not to mention West Germany—now 
are far wealthier and more prosperous, with larger populations than ever be- 
fore. Yet the United States is supposed financially to support and help equip 
even their present relatively small armies, which numerically are only a frac- 
tion of what they previously put in the field. 

Do they lack the gumption to defend themselves? To me, as a layman, it 
just does not make sense that we should have to carry their burdens indefin- 
itely. Parenthetically, it is pertinent to observe that Rome only fell after she 
began hiring foreign mercenaries for her defense. 

Our attempts to buy allies through the so-called mutual security or foreign 
aid programs often have failed. Only last month, a House Foreign Affairs 
subcommittee reported: 

1. That nations with untrained soldiers demand and get from us modern 
equipment, which then remains unused. 

2. That U.S. military deliveries by truck had to be canceled because the re- 
cipient governments did not provide gasoline and antifreeze ; 

3. That planes assigned for military use were turned over for the personal 
pleasue of government officials. 

4. That supplies authorized for military construction had been dedicated to 
the erection of civilian apartment houses. 

5. That one motor pool had 44 spare tires for each truck. 

Such things have been cropping up continually in every investigation by Con- 
gress or the General Accounting Office- 

Much more serious are the exposures by the House Committee on Government 
Operations, of many other shocking conditions surrounding what ICA has done. 

In January 1958, this committee, in an official report, asked: “How much of 
the $24 billion appropriated by the Congress for this military aid program has 
been wasted?” 

Never have I seen an answer to this question. Instead, the President and 
his assistants and advisers continue their demands for more billions to give 
away. 

In order that you may grasp what this one item of $24 billion really amounts 
to, let me say that it is a couple of billion dollars more than the assessed val- 
uation of all the real and personal property in the city of New York, including 
all five boroughs. 

Love thy neighbor as thyself implies that a rational love of self is the basic 
standard measure and gage which must guide us. Charity does begin at home 
in our Christian religion. 

One should neither sin nor bankrupt himself for the sake of his neighbor 
however pressing the latter’s needs may be. 

The head of the family’s duty is not to engage in futile sentimentality but 
first to care for his own, however pitiful may be the appeals for charity or help 
from others. 

In our times, the future of all civilization hangs upon the integrity and se- 
curity, solvency and prosperity of the United States. If, through the continu- 
ing and growing abuses of foreign aid, we bleed to death, liberty, order and 
peace will be extinguished everywhere. 

Dean MANIon. Thank you, Ambassador Spruille Braden. My friends, is the 
continuity of this willful, woeful waste, this so-called foreign aid worth the 
price? The price right now is the solvency of our country, the value of your 
life insurance and the purchasing power of the American dollar. 

Send this masterful speech by Spruille Braden to your Congressman and 
demand his appraisal of what this experienced American diplomat has said. 
Write to the Citizens Foreign Aid Committee, Suite 335, 1001 Connecticut Ave- 
nue, NW., Washington, D.C., for more information on the subject of foreign aid. 
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(“Manion Forum” Network Broadcast No. 242, May 17, 1959] 


A GREAT AMERICAN Says: “SHutT Orr ALL TRADE AND FOREIGN AID TO Reps” 
(Gen. Albert C. Wedemeyer (retired) ) 


Dean MANION. Cicero said that to stumble twice against the same stone is : 
notorious disgrace. What would he say about our post-war foreign policy that 
has stumbled with repetitious regularity for more than 10 years, and always 
over the same stone, namely, the hard perfidy of the Soviet Government? 

Has our diplomacy gone stone blind or has this chronic falling sickness been 
induced by a myopic determination to sell out the solvency and the sovereignty 
of the United States? 

Those who have not yet read the sensational Wedemeyer reports are missing the 
most comprehensive diagnosis of our fatal falling sickness that has yet been 
published. (Henry Holt and Co., 383 Madison Avenue, New York 17, N.Y., $6.) 

The courageous author of this top best seller was close in on all of the grand 
strategy of World War Il. From its very beginning, he was undeceived by the 
blandishments of the prevailing pro-Communists and did not hesitate to say so. 
Nevertheless, the directors of our foreign and military policy preferred to con- 
tinue their round trips over the stumble-stone of Communist intransigence. 

They still prefer to ignore this dangerous obstruction, and so we continue to 
fall into one Red trap after another, but always in the sweet name of peace and 
anticommunism. 

The fantasy of foreign aid is the deepest and most devastating of all the Red 
traps that have been set for our destruction. Because foreign aid is widely 
advertised as a military necessity, I have asked the renowned author of the 
Wedemeyer reports to discuss that subject for the benefit of this radio audience, 

It is a pleasure to present this widely experienced military member of the new 
Citizens Foreign Aid Committee (Suite 335, 1001 Connecticut Avenue, NW., 
Washington 6, D.C.) and my most distinguished friend, Gen. Albert C. 
Wedemeyer. 

General WEDEMEYER. Thank you, Dean Manion. I am grateful to you and to 
the millions of listeners on the “Manion Forum” network for the opportunity of 
presenting my views on foreign aid. 

I travel considerably across the length and breadth of our land. This brings 
me in.contact with people in all walks of life, and I have been privileged to hear 
their views concerning national and international problems. 

It is indeed encouraging that our people are taking increasing interest in de- 
velopments at home and abroad. One might rightly state, of course, that it is 
rather late, for during their long period of apathy certain sinister forces—the 
Communists, the internationalists and the fuzzy-minded do-gooders—have been 
hard at work and, if not stopped soon, will certainly destroy our free Nation 

In the President’s recent budget, he is asking the American taxpayer to con- 
tribute 43,900 million more for the foreign aid program. As he did last year, 
the President and his close advisers are defending this amount most energetically. 

In addition, the Chief hxecutive appointed a special citizens’ panel for the pur- 
pose of studying and submitting recommendations pertaining to foreign aid. 
Obviously, the proponents of huge foreign aid programs are aware of the grow- 
ing apprehension of the American people. 

Our overburdened taxpayers want to see tangible evidence that the U.S. de- 
fense is being strengthened through foreign aid, as claimed by the administration. 

The President and Members of Congress must be aware not only of the feeling 
of the millions of Americans who foot these bills, but they also unquestionably 
have noted the storm warnings concerning the attitude of people abroad. 

An old friend of mine—a prominent American businessman who has visited 
Europe annually the past 20 years—recently wrote as follows: “America is 
hated on the Continent and is greeted only with suspicion in the Middle Fast 
and Africa.” 

Also, the information revealed in the poll taken in 1957 by Mr. Elmo C. Wilson, 
director of the New York Herald Tribune world poll, cannot be considered lightly. 
Under Mr. Wilson’s direction, careful samples of public opinion in 11 nations, 
all friendly to the United States, were taken. 

Mr. Wilson’s question was: “In case war breaks out between the United States 
and the Soviet Union, do you think your country should do everything in its 
power not to get involved or do you think it should take part on one side or the 
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Two of the eleven nations polled voted to take sides. In the Netherlands, 70 
percent of those polled, and in Australia, 57 percent of those polled voted to 
support the United States. The remaining nine countries voted not to become 
involved. 

Remember now, most of these countries have been and still are the recipients 
of America’s generous program extending economic and military aid. 

They accept our economic and military aid and participate indirectly in a 
peaceful world situation made possible by the sacrifice of American taxpayers, 
but they are not prepared to share proportionately in the struggle against the 
common enemy, world communism. 

Of course, the Communists accuse the Western leaders of fomenting a third 
world war, but this makes little sense. Nobody wants war, and that includes 
even the bellicose Khrushchev. 

The real question is whether war is best avoided by submission to blackmail, 
humiliations and subversion, or whether it would be better to adopt a principled, 
self-respecting firmness. 


WE ARE BLUFFED BY KREMLIN 


Militarily, we of the free world are a match for anything that the Soviet 
Union can throw at us, and Khrushchev knows this. But we have permitted the 
leaders in the Kremlin to bluff us again and again. 

Their great advantage, of course, is that they have a program and they are 
dedicated to the accomplishment of that program by any means whatsoever. 
When two teams are in an athletic contest, and one is determined to score a vic- 
tory and the other is only hoping for a draw, who is likely to win? 

During World War II, we gave generously both military and economic aid to 
our allies. After helping to win a crushing military victory, both in Europe 
and the Far East, most nations of the world were confronted with the problem 
of rehabilitation, particularly in those areas where widespread disruptions aud 
dislocations were caused by military operations. 

Although the United States experienced severe losses in lives and treasure, our 
homeland was immune from the terrible destruction wrought by modern weapons 
in areas abroad. Accordingly, and in consonance with traditional American 
humanitarian policies, a foreign aid program was adopted. 

This so-called Marshall plan presented a constructive policy for the rapid 
rehabilitation of the war-ravaged countries of Europe. 

We, the American taxpayers, were informed that the program under the Mar- 
shall plan would provide economic aid over a period of 5 years, that is, until 
1952. Also, the proponents of this plan estimated that the total cost would 
amount to approximately $20 billion. 

When the plan was initiated, a staff of 450 persons was employed to supervise 
and distribute the money and materials to the recipient nations. Today, ap- 
proximately 10 years and &70 billion later, the foreign-aid staff for the ad- 
ministration of both the military and economic programs numbers more than 
20,000 persons. 

Also, as of December 31, 1958, there was a total of $6,600 million in unex- 
pended foreign aid funds. In other words, that huge amount is still in the pipe- 
line available for use, having already been authorized by Congress. 

A few years ago, our very able Secretary of State, John Foster Dulles, an- 
nounced that there must be an agonizing reappraisal of our foreign relations. 
At that time, I was optimistic that, at long last, realism would prevail in pur- 
suing our policies in the international arena. 

It seemed the ideal time to cut off all military and economic aid to other 
countries, to break off diplomatic relations with the Soviet Union and satellites, 
and to announce a program firmly and unequivocally that called for the pro- 
tection of American lives and sovereign rights in any area of the world. 

Here also was the golden opportunity to create conditions at home and abroad 
and to initiate a real mutual aid program that would permit those friendly 
nations to do their share in the struggle against communism. 

It is my considered opinion that the entire concept of American aid to foreign 
countries has been based on an unrealistic premise. 

No country in the history of civilized nations has been more generous in help- 
ing other countries visited by earthquakes or suffering other calamities. How- 
ever, in approaching the problems of rehabilitation and repairing the destruction 
and dislocations caused by war, I believe that our self-interest must at all times 
be the dominant factor. 
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If the United States agrees to send several million dollars or millions of tons 
of supplies to help a certain war-ravished nation, it is my conviction that the 
recipient nation should also agree to provide evidence of true friendship and 
mutual cooperation. 

I oppose sending any aid, military or economic, to countries whose objectives 
are incompatible with our own. ‘To be specific, 1 am opposed to sending any aid 
to Tito in Yugoslavia or to Gomulka in Poland. 

I do not believe that the Yugoslav people or the Poles approve of their 
leaders, but, by giving aid to them, we strengthen their positions and perpetuate 
them in power. Both of these Communist leaders are avowed enemies of every- 
thing we Americans stand for. 

During World II, Britain’s forensic wartime leader, Sir Winston Churchill, 
referred to the Soviet Union as “a riddle wrapped in a mystery inside an 
enigma.” This catch phrase was widely heralded. 

To me, however, there was nothing enigmatic about the Soviet Union. The 
entire world had been told about the Communist program of world domination 
and by the time World War II occurred no country was free from the con- 
spiratorial and subversive efforts of the Comintern. 

Lenin. Stalin, and Khrushchev have at all times made their sinster purposes 
clear—the communization of the world and the destruction of capitalist nations, 


REAL ENIGMA IS WASHINGTON—-NOT MOSCOW 


Actually, the real enigma or mystery to me is that we in the United States 
continue to delude ourselves that we can coexist with the Communists and that 
American dollars will buy loyal friends. 

Proponents of foreign aid argue that it offers the best means of avoiding war. 
They remind us that, since NATO came into being, the Soviets have not taken 
one square foot of Western Europe. 

Whether or not the Soviets, with their 175 regular divisions and the world’s 
largest air force, intended to occupy Western Europe is not known. Obviously, 
Western Europe's 21-NATO-division defense, with insufficient air support, is 
not an effective war deterrent. If the Soviets ever entertained invasion plans, 
one weapon alone has deterred them: the U.S. Strategic Air Command. 

Meanwhile, Western Europe, more prosperous than before World War II, is 
not carrying its proportionate share of the NATO defense effort. But, we are 
carrying far more than our share. We have stationed five American divisions 
and some tactical air units in Europe. These forces spend and require sub- 
stantial sums of money for their support and maintenance. This is not foreign 
aid money, but it supplements foreign aid in that it places more American dollars 
at the disposal of foreign governments. 

Despite our huge defense contributions, European NATO strength in com- 
parison to that of the Soviets is almost negligible. 

The population of prosperous European NATO countries is 50 percent greater 
than ours. But our eager assumption of a heavy defense role in Western 
Europe has caused our allies somewhat to disregard the Red threat and to rearm 
reluctantly. 

To stimulate them into creating more military might for their own defense, we 
should advise them that it is not our policy permanently to garrison Europe. 

There should be a systematic withdrawal of American troops, particularly in 
the lower echelons, as fast as these can be replaced by European NATO members. 

Here are a few inescapable facts which I should like to review: 

1. Apparently our present Government intends to continue foreign aid and 
to spread it all about the globe. 

2. A number of the countries receiving our aid would either not join us at 
all in a war against Russia or, at best, their contribution, reluctantly given, 
would be very little. 

3. It will be necessary to continue foreign aid to those countries who give 
evidence of their determination to do their proportionate share in the fight 
against communism. 

May I recommend that— 

1. We continue our humanitarian efforts and Government grants to re- 
lieve disaster in stricken areas. 

2. Our foreign aid program should be reviewed and revamped in order 
to be made more realistic immediately, and finally in order to discontinue. 

3. We discontinue at once all trade with the Soviet Union and satellites, 
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4. We discontinue all foreign aid to and trade with countries which are 
engaging in trade with our avowed enemies, the Communist countries. 

5. During the period when foreign aid is deemed necessary to any country, 
that Congress take appropriate measures that would permit careful super 
vision over the manner in which all foreign aid funds are spent. 

Dean Manton. Thank you, General Wedemeyer. My friends, here is a 5-point 
program that will make sense, save tax doliars, and really hurt communism. 
Please remember that the fight against ruinous inflation will be won or lost on 
the pending foreign aid appropriation. If this bloated boondoggle cannot be 
eut to the bone, then we may as well batten down our hatches and prepare for 
the deluge. 


[From the Dan Smoot Report, Dallas, Tex., May 11, 1959] 
AMERICAN INVESTMENTS ABROAD 


The strength of America in the first half of the 20th century rested on the pro 
ductivity of American industry—on the fact that American industry managed to 
produce more than that of any other nation; more than that of all other nations 
combined, in some instances. At the beginning of the second half of the 20th 
century (that is, in 1950) there was a noticeable decline in America’s relative 
strength in the world; other nations were catching up with us in industrial pro- 
duction. This trend gathered momentum until, by the end of 1958, it had become 
alarming. 

Foreign nations were surpassing us in some industrial production. A signifi- 
eant variety and quantity of American-made goods were so high priced that 
they could not compete with foreign products even in the domestic American 
market. much less in the world market. American firms were closing down their 
American operations, taking their American capital and, in many instances, 
their equipment abroad—leaving unemployment and decline of industrial pro 
ductivity here, building employment and productivity abroad. 

What are the enuses? Pregrams of the Federal Government. 

Before World War II ended, the American Government was spending billions 
of dollars to relieve the war-shattered economies of Europe. In 1948, this post- 

var relief program was converted into foreign aid (first known as the Marshall 
plan, later known by a variety of names) to stabilize the currencies, build the 
industrial productivity and generally strengthen the economies of foreign nations, 
with money taken away from American taxpayers. 

Taxes imposed on American industries built rival industries abroad, furnish- 
ing them with the most modern equipment, facilities, and techniques that Ameri- 
‘an money could provide. Taxes imposed on American workers created jobs 
for foreign workers, whose products soon started rep'acing the higher priced 
products of Americans, thus putting Americans out of jobs. 

Our foreign economic aid was only one of the reasons why America’s relative 
industrial strength started a decline. Foreign military aid was another: 
neglecting vital homeland defenses, we spent billions for military assistance, to 
help foreign nations defend themselves and us (i.e., the “free world”) against 
communism; but some of the nations were themselves Communist ( Yugoslavia, 
Poland, and so on); some (like Iraq) turned Communist after we had spent 
enough money on them; some (like India and Indonesia) who announced them- 
selves neutral in the worldwide struggle against communism, but who consis- 
tently revealed themselves more pro-Communist than pro-American, got our aid 
to fight communism just the same; some (like Thailand and Vietnam) who 
professed to be anti-Communist used our aid primarily to keep their own people 
subdued, to fill the coffers of their own corrupt officials, and to make aggressive 
moves against their neighboring nations—who, while also taking our aid, hated 
us for the aid we were giving their enemies; some of the nations receiving our 
military aid (like France) used the aid to make war against their rebelling 
colonials who were inspired to rebellion, in part, by the propaganda statements 
of our own Officials. 

The cost of all this military aid is met by American taxpayers, which means 
that, in the end, it shows up in the cost of American products: taxes imposed on 
industry to pay for the foreign aid is a major item in the overall cost of produce 
tion and must be added to prices; workers must be paid more so that they can 
pay the taxes imposed directly on them, and pay higher prices for goods. 

The Government’s agricultural programs are another reason why American 
goods are being priced out of world markets. The Government, buying and 
Storing agricultural products to keep prices so high that the products cannot 
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be sold, finds itself with mountainous surpluses that it doesn’t know what to do 
with. Wherever it can arrange to do so, Government gives the products away 
abroad (through the hoax of selling them for local currencies) where they be- 
come raw materials for foreign factories, costing foreigners much less than they 
cost American factories. 

Another reason is the monopoly power which Government has given to big 
unions in America—enabling them to force industrywide wage raises and cum- 
bersome fringe benefits which have no relationship to productivity. This has 
created payroll costs in American industry that range upward of 10 times the 
payroll costs of rival foreign industries. 

The heavy burden of taxes which American industry and American workers 
must carry for the Government’s welfare programs at home add greatly to the 
cost of American products. 

On top of all this is an item which is little discussed but which represents a 
tremendous burden to American industry; the cost of clerical work necessary 
to maintain records and make reports which a multitude of governmental agen- 
cies require in their supervision of the appalling welter of governmental pro- 
grams. For example, 40 years ago, only 1 American worker in 40 was engaged 
in paperwork for American business; now 1 worker out of every 6 does 
paperwork. 

In short, by the end of 1958, it was obvious that America was on the road 
to becoming a have-not nation, its people becoming dependent on foreign factories 
for essential goods, while its own factories were closing or moving overseas. 

On December 1, 1958, Mr. C. Douglas Dillon, Under Secretary of State for 
Economic Affairs, told the Foreign Trade Policy Subcommittee of the House 
Ways and Means Committee of an administration scheme which will make 
matters worse. The gentlemen of the committee applauded him. 

Mr. Dillon said the Kisenhower administration would soon propose to Congress 
a comprehensive plan for encouraging Americans to invest their capital in 
foreign nations. He indicated that the main encouragement would be special 
tax benefits for Americans investing overseas. He also disclosed that the State 
Department is already giving American firms special tax benefits, in tax treaty 
negotiations with foreign nations. 

To my knowledge, no one—neither a Congressman nor a Senator nor a news- 
paper reporter, nor anyone else—has yet commented on Mr. Dillon’s revelations 
about the tax treaty deals. 

The Constitution is emphatic on the point that Congress is responsible for 
levying Federal taxes upon the people. Mr. Dillon reveals that the administra- 
tion, without resort to Congress, is stretching its treatymaking power to grant 
special tax benefits for special Americans. 

As soon as the new Congress convened in 1959, Congressman Hale Boggs 
(Democrat, Louisiana) introduced H.R. 5, which would give tax benefits to 
American oversea investors. 

THE BIG SELL 


The requirements for “selling” suicidal programs to the American people slow 
down operations somewhat. Although the Bisenhower administration knew 
what kind of tax incentive for foreign investments is wanted when C. Douglas 
Dillon testified on December 1, 1958; and although the Boggs bill, H.R. 5, pro- 
posed virtually the same thing a few weeks later, there had to be a formal 
report, a study by an expert. 

That came on April 1, 1959. 

On that day, Mr. Ralph I. Straus (a director of R. H. Macy Co.) who is an 
officially recognized expert consultant to the Government on foreign economic 
policy, submitted to Mr. ©. Douglas Dillon an elaborate study which recom- 
mended an assortment of measures for encouraging American corporations to 
invest abroad. 

Mr. Straus would eliminate income tax on the foreign earnings of American 
corporations which invest and build abroad, as long as they keep their earnings 
overseas for expansion of their foreign facilities and investment in new ventures. 
If they bring any of their earnings home to pay dividends to their American 
stockholders or to invest in building something in America, then their earnings 
will be taxed. 

Mr. Straus would permit Americans who invest abroad to bring their losses 
home to America; that is, if an American firm investing overseas suffers any 
capital loss from those investments, he can deduct the losses from any ordinary 
income tax which he pays in America. 
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But Mr. Straus would see to it that American investors abroad won't suffer 
many losses; he would greatly expand the Government’s program of using tax 
money to guarantee Americans against losses in their overseas operations. 

Senator Jacob K. Javits (Republican, New York) was jubilant about Mr. 
Straus’ report and said he would introduce a bill in the Senate to implement 
its recommendations. 

Douglas Dillon was also jubilant. He reminded Congress that many of Mr. 
Straus’ recommendations could be implemented, administratively. 

The program of guaranteeing American overseas investments has been a part 
of our foreign aid program since the beginning. Hence, the brainwash for this 
particular aspect of foreign aid must be coordinated with the overall propa- 
ganda drive that pushes foreign aid appropriations through Congress each spring 
and summer. 

And, of course, the overall drive cannot come until the learned study by 
experts is ready. That came on April 26, 1959. 

On April 26, 1959, the President’s Committee on Foreign Aid released its study, 
showing how much our giveaway programs help us—by stimulating our econ- 
omy and by coming back to us in business from nations which we help. 

The study was made by specialists in several Federal agencies under State- 
Department-International Cooperation Administration leadership. That is, the 
study was made by bureaucrats whose jobs depend on continuation of foreign 
aid. 

For the most part, the Committee just rehashed the hackneyed arguments 
used every year: The activity of producing and giving away what you produce 
will make you rich. The way to increase exports is to give your stuff away 
abroad. The way to create foreign customers for your goods is to give foreign- 
ers the means of producing the same goods themselves, at much lower costs 
than your own. The way to get and keep stanch allies who will help defend 
you against communism is to neglect your own national defense in order to 
lavish aid upon nations which, according to your own arguments, have neither 
the desire nor the strength to defend themselves against communism and which 
are ever ready to turn Communist the moment you take them off the dole. 

This year’s impartial Government study to prove that foreign aid is necessary 
for our economic strength and military security did have one new angle; it gave 
an answer to those people who criticize the use of American tax money for 
building foreign industries to compete with American industries. After ham- 
mering the old argument that we must help build industries in foreign nations 
unable to build their own, in order to make them economically strong enough 
to resist communism, the study says there is no point in worrying about com- 
petition from foreign industries, because those industries will develop even if 
we don’t give them any aid. 

This official study of foreign aid now on record, the propaganda Claghorns 
could go into full volume; and they did. 


TRUTH VERSUS PROPAGANDA 


On April 28, 1959, Mr. Walter Harnischfeger and Mr. William H. Draper, Jr., 
presented opposite views on foreign aid, in speeches to the U.S. Chamber of 
Commerce in Washington. 

Mr. Harnischfeger (Milwaukee industrialist) is the top official of the Citizens 
Foreign Aid Committee, a group of prominent Americans who feel that our 
foreign aid program is ruining the American economy, the net result being that 
Americans, taxed for something which is called an anti-Communist effort, are 
actually being forced to pay for Communist conquest of the world. William H. 
Draper, Jr. (chairman of the board of the Mexican Light & Power Co., Mexico 
City) is the head of the President’s Committee which had released the study on 
foreign aid 2 days before. 

Mr. Harnischfeger said: 

“Foreign aid accounts for more than one-fourth of the Federal debt and is 
consuming the equivalent of one-fifth of all personal income tax collections in 
America. Foreign aid is causing inflation and an outflow of American gold 
reserves which, if continued, will destroy us by emasculating our economic 
strength. The result will be a Communist victory without war.” 

Mr. Draper said: 

“To cut off foreign aid would be to abandon the rest of the world to Com- 
munist conquest and thus accept worldwide defeat. Intensive study by the 
President’s Committee on Foreign Aid has proven that we can afford foreign 
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aid and that its continuation is necessary for our national security, because 
the threat of communism is greater now than ever before.” 

Thus, Mr. Drape.’s arguments for foreign aid piove Mr. Harnischfeger’s 
points: foreign aid is helping Communist conquest of the world. When our 
foreign aid programs begun, the Soviet Union was a war-shattered power, hated 
and feared throughout the world, seething with internal revolt. America stood 
astride the globe like a benevolent colossus, her military, economic, and industrial 
might so infinitely superior—so matchless—that the thought of the Soviets 
overtaking us by their own efforts was preposterous. Today, after years of 
foreign aid (Whose staggering totals will never be known, but whose net sums 
run well above $100 billion), the Communist threat is greater than ever. 

Editorials in the Dallas newspapers—immediately after the Government’s 
propaganda study for foreign aid was released—were typical of editorials in 
at least 75 percent of America’s metropolitan press. 

On April 28, 1959, the Dallas Morning News ran an editorial called “Foreign 
Aid Linked to Our Economy”: 

“In finding that foreign aid serves as a prop for the American economy, a 
Washington study discovered nothing new. Yet many people fail to realize that 
our outpouring of tax money in aid to other countries comes back, in large 
degree, in payment for American goods and services. To that extent it is a 
subsidy by taxpayers to the producers of goods and services bought with foreign- 
aid dollars.” 

On April 29, 1959, the Dallas Times Herald ran an editorial called “Foreig 
Aid’s Domestic Benefits” : 

“Commonsense should indicate that foreign aid of the economic variety cannot 
be all waste of tax dollars, as some citizens seem to think it is. The more obvious 
benefits of this instrument of United States foreign policy have recently been 
noted by administration specialists who conducted a survey at the request of 
Congress. 

“For one thing, helping foreign nations to expand economically broadens the 
overseas markets for U.S. goods, the survey disclosed. Countries aided by the 
former Marshall Plan were able to buy nearly $5 billion worth of U.S. goods 
in 1958. 

“The study found further that half a million U.S. citizens are now working 
in jobs producing goods and services purchased by aid dollars. * * * Foreign 
aid, before going abroad, becomes stimulus to the domestic economy. * * *” 

The News editorial recommended that we ease out of foreign aid gradually, 
and lower our tariff barriers so that the rest of the world can trade with us and 
therefore build up their economies with trade, not aid—a cliche, much in vogue 
6 or 7 years ago, which implies that our tariff barriers are so high that foreign 
nations cannot trade with us. The truth is that foreign goods are flooding 
American markets, not only because of low-cost foreign production but also 
because American barriers against foreign goods are generally lower than those 
of any other major trading nation on earth. 

The Herald editorial used a newer foreign-aid propaganda pitch (which 
actually contradicts the trade-not-aid argument)—that is, the Herald argued 
that our aid programs create foreign trade for us, by making foreign customers 
prosperous enough to buy frem us. 

In other words, if vou want to get rich by selling merchandise—just give vour 
customers enough money to buy what you have to sell. This indeed is the crazy 
argument that interlards practically all arguments for foreign aid in 1959: by 
giving to foreigners, we have made them prosperous enough to buy our goods. 

This argument is buttressed with statistics showing how our foreign exports 
have increased in recent years. 

Put the statistics present the opposite truth. 

Senator Majority Leader Lyndon Johnson (a major architect of the govern- 
mental policies which are destroying our Nation) came surprisingly close to the 
truth in a speech which he made to the United States Chamber of Commerce on 
April 28, 1959. 

Pointing ont that Communist nations are taking our foreign trade away from 
us, Johnson said that American exports to Western Europe declined 23 percent 
in 1958; and, he said: 

“For the first time in 100 years, the value of our exports to the British 
Commonwealth fell below imports.” 

Senator Johnson did not say what percentage of American goods that we are 
shipping overseas are legitimate sales to foreign customers—and what percent- 
age are gifts. 
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U.S. Department of Commerce statistics reveal that in the 5-year 
period, 1953-58, imports of foreign-made goods into America increased 77 per- 
eent; exports of American-made goods increased 27 percent. The 27 percent 
increase includes the mountains of agricultural goods, and other kinds, that we 
gave away. 

On April 20, 1959, Mr. Herman Steinkraus, chairman of the board of Bridge- 
port Brass Co., told the U.S. Chamber of Commerce that America is in 
for serious trouble from foreign industrial competition. He said that American 
consumers, avoiding the high and rising prices of American made goods, are 
buying cheaper foreign products. 

Mr. Steinkraus said: 

“If we are to meet the challenge of foreign competition, we will need domestic 
prices which make such foreign competition less attractive. 

“To make these lower prices we will certainly have to stop not only this up- 
ward spiral of wage increases and greater fringe benefits but will have to get 
greater productivity from all of our people on our payrolls. 

“Otherwise, we will lose the business and there will be a new spiral. It will 
be a spiral of statistics of growing unemployment.” 

On the same day (April 29) U.S. Congressman Hale Boggs said to the Chamber 
of Commerce: 

“To be sure, we are facing increased competition in world markets, but this is 
a welcome sign of renewed economic vigor in Western Europe and elsewhere 
which we worked so hard to promote.” 

Mr. Boggs is right: American taxpayers have been made to work very hard to 
produce and pay for a condition that can leave America a helpless pawn in the 
hands of international cartels. 

FLIGHT OF GOLD 


A subsidiary result of American foreign aid is the flight of our gold reserve 
to foreign nations—and the depreciation of American currency throughout the 
world. 

On September 23, 1958, Sam Dawson, financial columnist for the Associated 
Press, reporting on the sharp drop in America’s gold supply, said: 

“Part of the outflow of gold has been due to a sharper drop in U.S. exports 
than in its imports, enabling foreign lands to build up their reserves as Americans 
paid for what they bought abroad. 

“Another factor is the large investment of American corporations abroad, 
amounting to about $4 billion last year and bringing the total to $37 billion. 

“Other nations are also selling their holdings of U.S. securities and putting the 
money into gold.” 

Mr. Dawson was optimistic, however. He said that the flight of our gold had 
stopped—and that we still had a $21 billion reserve, which, he said, was enough 
to back our currency. 

But Mr. Dawson guessed wrong. 

On May 4, 1959, Edwin L. Dale, Jr., financial columnist for the New York Times 
service, said: 

“The heavy outflow of gold from the United States has resumed. The situa- 
tion has caused concern, though not alarm, among American and international 
financial officials. 

“In the past 2 weeks alone, the United States has lost $179 million in 
gold. * * * Last year, the United States suffered its biggest gold outflow ever— 
2,300 million. * * * 

“The reason for the outflow of gold is that the United States is running a defi- 
cit in its transactions with the rest of the world. And the main reason for the 
deficit is that American exports have remained sluggish while imports have been 
strong. * * * 

“The continued sluggishness of U.S. exports has led more and more officials to 
take seriously the problem of American goods ‘pricing themselves out of world 
markets,’ though the statistics so far give little support to this idea.” 

What statistics? 

GRIM FACTS 


Neither optimism nor propaganda can hide from Americans a truth which they 
can see for themselves : Namely, that the high cost of doing business in the United 
States is bankrupting important American industries ; causing American business 
firms to close their American plants and build plants abroad, with consequent 
unemployment for Americans; making us dependent on foreign production for 
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many goods which we once produced in greater abundance than all other nations 
combined. 

On April 27, 1959, U.S. News & World Report published an article entitled, “Is 
U.S. Pricing Itself Out of Markets?” which was the result of a rather extensive 
survey. 

Here are briefs of some of the findings: 

Nails.—More than one-third of all nails used in the United States are foreign 
made. Reason? Workers in American nail manufacturing plants make an 
average of more than $2.90 an hour. Nails just as good are made in Germany 
at a wage cost of 90 cents an hour—in Japan for 40 cents an hour. Add to this 
the fact that the raw materials for making nails cost the American manufac- 
turer more than they cost his foreign competitors. Then add the fact that 
American nail manufacturers, along with all other American taxpayers, have 
been taxed for foreign aid to provide American techniques and the best modern 
machinery to the foreign producers. The facts spell unemployment for Amer- 
icans and death for the American industry which was once dominant in the 
world and which, though relatively small, is vital. 

Barbed wire—An American invention, was once made almost exclusively in 
America. In 1958, more than one-third of all barbed wire sold in America was 
made in foreign mills by foreign workers, with foreign steel. Our imports of 
barbed wire last year were 50 times greater than our exports. We do not know 
what percentage of our exports were foreign-aid gifts, rather than legitimate 
sales on the world market. 

Reasons? Same as for nails. 

Bicycles.—American manufacturers (bearing labor costs that average around 
$2.30 an hour, in competition with German manufacturers whose wage costs 
are between 60 cents and 70 cents an hour, and with English manufacturers 
whose wage costs are only slightly higher than German) have held on to more 
than half of the American market (60 percent in 1955; 71.8 percent in 1958) by 
importing bicycle parts from abroad. 

Sewing machines.—Most of the sewing machines for American homes are now 
made in foreign factories. Singer still makes machines in America; but White, 
the second largest in the world, has closed its American plants and now manu- 
factures its machines in Japan. 

Steel flatware.—aAs late as 1953, practically all steel flatware sold in America 
was made in America. In 1958, 38 percent of all stainless steel flatware sold to 
Americans was made abroad—principally in Japan, where manufacturers have 
all the latest equipment and facilities and techniques, cheaper steel than Ameri- 
cans can get, and a 22-cent-an-hour wage scale, compared with a $2.13-an-hour 
wage scale in American plants. In that 5-year period, four major American com- 
panies have gone out of business—leaving unemployment and depression. 

Office machines.—Thirty percent of all portable typewriters sold in Americ: 
are made abroad—many of them in American plants that have been forced to 
shut down in America and build overseas, in order to meet foreign competition. 
One American manufacturer of typewriters merely assembles the machines in 
America ; all parts are made in Europe. The same thing is happening to manu- 
facturers of calculators and other office machines—they are moving their plants 
abroad where the wage scale is about one-fourth the American wage seale. 

One official of a business machine manufacturing firm said: 

“We're being forced into setting up oversea plants, where labor costs are 
lower, in order to compete with foreign companies.” 

Lawrence Cowen, president of Airex Division of Lionel Corp. (producer of 
fishing tackle), said: 

“We're going to take a chance on the rest of 1959, but if the situation doesn’t 
improve, we will ship Airex’s tools, dies, jigs, and fixtures abroad and manufac- 
ture outside the United States. Believe me, it’s not a pleasant prospect, but we 
may have to do it if we want to continue that part of our business.” 

The U.S. News & World Report survey discloses the same sort of trend de- 
veloping, or already well advanced, in a dozen other industries—some large, 
some small, but all important to American workers and taxpayers. 





WHAT TO DO? 


The full and final solution for the critical problems which governmental poli- 
cies have created in our economy is to be found in outright repeal of the income 
tax amendment: cut off the weapon with which Washington planners are mak- 
ing us pay for our own destruction. 
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Short of that, Congress could solve a score of our most dangerous difficulties 
by simple legislative enactment without a constitutional amendment. 

1. Congress could enact H.R. 6150, introduced in April 1959 by Congressman 
E. Ross Adair (Republican, Indiana). ‘This bill would repeal the Agricultural 
Adjustment Act of 1938, as amended—thus saving American taxpayers billions 
of dollars a year, restoring freedom to American farmers, and permitting Ameri- 
ean agricultural products once again to find their own place in world markets. 

2. Congress should repeal all Federal labor laws, and extend the antitrust and 
taxing laws to cover labor unions in the same way that they cover business firms. 
This would break the Government-guaranteed monopoly enabling union bosses 
to force industrywide raises and make-work arrangements—which keep good 
workers from getting what they deserve while giving deadbeats more than they 
are worth, and which impose costly burdens on American industry. 

8. Congress should not appropriate another penny for any kind of foreign aid. 
There is enough aid already provided for, and in the pipeline, to take care of the 
few nations like Nationalist China for several years—if all of it were diverted 
to such nations. 


[From the Chicago Daily Tribune, May 20, 1959] 
RuINoUuS POLIcIES FOR CUBA 


American private investment capital is more than welcome in Cuba, said 
Premier Fidel Castro in his speech before the American Society of Newspaper 
Editors on April 17. In response to a question about the future of present 
North American industrial interests in Cuba, he declared : 

“No industry has to worry. Our program is to stimulate private investment in 
industry in order to increase the living standard of our people.” 

These words are impossible to reconcile with the agrarian reform law pro- 
claimed Sunday by Dr. Castro. The law provides that no mill owner may also 
be a planter. The size of sugar plantations is limited to 1,000 acres. Foreign 
companies are given 38 months to sell their holdings to Cubans; then their prop- 
erty will be seized for failure to comply with the decree. 

Absolute control of the country’s agriculture has been given to the new Na- 
tional Institute of Agrarian Reform. The executive director of the institute 
is Capt. Antonio Nunez Jiminez, who has been described as a fellow traveler 
of the Communists. 

The institute is empowered to make certain exemptions, under which some of 
the big sugar corporations might be permitted to exist. The exemptions, of 
course, open the way to control by capricious or grafting administrators. 
Havana attorneys predicted that. even if exemptions were granted freely to 
existing corporations, the new jaw would seare off foreign investors, as it surely 
will if not repealed at once. 

If Dr. Castro really wants to attract American capital, stimulate private in- 
vestment in industry, and increase the living standard of his people, he is cer- 
tainly off on the wrong track, 


THE REVOLT AGAINST FOREIGN AID 


Senator Mike Manstield of Montana, who is majority whip of the Senate and a 
member of some influence in the foreign relations committee, has put his ear to 
the ground and detected the rumble of a developing taxpayer revolt against the 
foreign nid racket. He is some years behind the Tribune in hearing this 
tremor, but he has a vote in the Senate, where he can do something about it, 
and consequently is welcome to the fold. 

Mr. Mansfield refers to foreign aid as a “giveaway”—a word which we have 
always considered apt, but one which never fails to arouse the ire of Mr. 
Eisenhower, who likes to talk about how “mutual” are the benefits of siphoning 
billons away from these shores. 

The Montana Senator does not call for the elimination of the whole foreign 
spending program, but he favors getting rid of most of it, and that within 3 
years. He thus subscribes to the principal recommendation of the Citizens 
Foreign Aid Committee, a group of distinguished Americans, among whom are 
Walter Harnischfeger, Milwaukee industrialist; T. Coleman Andrews, former 
Director of Internal Revenue; Sterlin Morton, Chicago; Lt. Gen. George Strate- 
meyer, Gen. Albert Wedemeyer, and Brig. Gen. Bonner Fellers. 
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The final proposal of this group in its recent report was, “That the $3.9 billion 
requested by the President for the fiscal year 1960 be reduced $2 billion and 
that each year thereafter foreign aid be substantially reduced until termi- 
nated within 3 years.” 

In reaching a similar conclusion, Senator Mansfield asserts that only a drastic 
reform will save the spending program from “a tide of public reaction so strong 
that it will swamp the entire undertaking.” Mounting sentiment against for- 
eign aid, the Senator said, reflects ‘uneasiness over the administrative deca- 
dence with which foreign aid is now surrounded.” 

We think the taxpayer rebellion goes rather deeper than concern over “ad- 
ministrative decadence.” The people know that one-quarter of the national 
debt of more than $280 billion is represented by donations made by Washing- 
ton since the end of World War II to other countries, and that a similar pro- 
portion of the annual interest charges of more than $8 billion on the debt is 
covered by these same expenditures. 

Year after year there is no relief for the taxpayer. Year after year Govern- 
mental spending fails to remain within the limits of available revenue. Year 
after year the inflation proceeds and the dollar decays in purchasing power. 
People are deeply worried about these things, and they believe passionately 
that it is high time to stop the slide into disaster. 

Foreign aid is only one of many logical points to attack in achieving a re 
versal of Federal profligacy. It has won the United States few friends and it 
has aroused the inevitable hostility that can be expected to exist whenever 
there is the relationship between giver and alms seeker. In its economic mani- 
festations, it has encouraged impoverished nations to embark on grandiose 
plans for technological expansion on a socialist pattern, and these can only 
be maintained as long the the United States is on hand to foot the bill. 

It should be the governing rule that American help to foreign nations which 
want to develop their economies should come from private American canital 
sources. By this standard, the countries which want assistance would be obliged 
to offer firm assurances that they would protect American investments from 
expropriation and harassment. Such investments would make a sound contri- 
bution to wobbling economies and would provide opportunities for exnanded em- 
ployment and industrial progress. They would not encourage inefficient and 
regimented experiments in state capitalism which are inimical to our own enter- 
prise system. 

Senator Green. The next witness is Gen. Albert C. Wedemeyer, who 
will also represent the Citizens Foreign Aid Committee. 

General Wrepemryer. Thank you, Mr. Chairman. 

Senator Green. You came together, representing the same organi- 
zation. Might I ask you at the start if your point of view is the same? 


STATEMENT OF GEN. ALBERT C. WEDEMEYER, REPRESENTING 
THE CITIZENS FOREIGN AID COMMITTEE 


General WepemMeyer. In general, yes, sir, Mr. Chairman. I am 
Albert C. Wedemeyer. 

I served in the Army for 32 years and then retired at my own 
request, and entered industry about 8 years ago. 

During my service in tine Army I lived abroad many years, both 
in Europe and in the Far East. 

Senator Green. You are limited to 10 minutes, according to the 
rules adonted at the beginning of these hearings. 

General Wepemeyer. Y es, sir. I do not want to be impolite. I have 
been before you many times, and I think you know that I recognize 
the necessity for suc a rule. 

Senator Green. I did not know that you knew it was a rule of this 
hearing. 

General Wepemeyer. I do point out, sir, that there was a repre- 
sentative of the State Department who had an affirmative position 
vis-a-vis the foreign aid program who was given this morning un- 
limited time, and then many questions were asked. 

Senator Green. I do not know about that. I was not the guilty 
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General WepemMeyer. No, you were not, sir, but I just want that 
to be in the record, since you restricted my time. 


RESULTS OF ECONOMIC AND MILITARY ASSISTANCE 


I have seen the operation of foreign aid and have participated 
in negotiations pertaining thereto, and I feel qualified to comment 
upon the results attained by the continued policy of giving both 
military and economic aid almost indiscrimin: ately to these countries. 

In the past few years, gentlemen, I have been traveling consider- 
ably and I contact fellow Americans in all walks of life; I travel in 
connection with my present, business affiliations. 

There is no doubt about it, in my judgment, the American people 
are taking a greatly increased interest in the developments at home 
and abroad. 

I think it is dawning upon them that most of our domestic prob- 
lems, including heavy tax burdens, huge armament outlays, increased 
national debt, and usurpation of responsibilities of citizens and of 
States by agencies of the Government in Washington; all of these are 
definitely attributable to or are accentuated by international develop- 
ments. 

BASING ASSISTANCE ON RECIPROCITY 


IT am also certain, gentlemen, that if a nationwide referendum were 
taken on the subject of foreign aid, the Members of Congress would 
be given a mandate to revise radically the foreign aid program, both 
military and economically. 

I think I am right when J say that such a referendum would indi- 
cate clearly that the vast majority of our fellow citizens believe in 
friendly cooperation with other nations in the interests of peace and 
economic welfare. 

But most of our people, particularly in the West and Middle West, 
are hardheaded realists, who are convinced that one cannot buy loy: al 
friends. 

They know further that outright charity undermines the moral 
fiber of an individual, and likewise of a nation. 

Self-respecting people whose country has suffered a misfortune or 
has been ravaged by war appreciate, I am sure, the assistance that 
we have given, and that we might give in the future. 

But I am equally sure, gentlemen, that they would feel better if 
such assistance were based on reciprocity. They would then be able 
to maintain their self-respect while using their own God-given powers 
and support and resources in the common effort to overcome their 
misfortunes and difficulties. 


OPINION OF UNITED STATES ABROAD 


Gentlemen, an old friend of mine, a prominent American business- 
man, who has visited Europe annu: lly in the past 20 years, recently 
wrote a letter to me just last week as follows: 

America is hated on the Continent and is greeted generally with suspicion in 
the Middle East and Africa. 

Also the information revealed in the poll taken in 1957 by Mr. Elmo 
C. Wilson, director of the New York Herald Tribune world poll, can- 
not be brushed off lightly. 

Under his able direction, careful samples of public opinion in 11 
important countries, all friendly to the United States, were taken. 








1050 





MUTUAL SECURITY ACT OF 1959 


Mr. Wilson posed the following question to representative people in, 


those nations: 


In case war breaks out between the United States and the Soviet Union, do 
you think your country should do everything in its power not to get involved, or 
do you think it should take part on one side or the other? 

That is the question that the Wilson poll posed to representative 
people in 11 countries. 

Gentlemen, in the Netherlands, 70 percent of those people polled, 
and in Australia 57 percent of those polled voted to support the United 
States. 

The remaining nine countries, all recipients of our largesse, voted 
not to become involved. 

I repeat most of those countries, which have been and still are the 
recipients of America’s generous program extending economic and/or 
nulitary aid, refused to go along with our country in the event of an 
emergency. 

I have listed here the voting percentages, and I will not take the 
time to read them, but will make them available. 

Seantor Green. Would you put the names of the other nine coun- 
tries in the record ? 

General Wrepemeyer. Yes, sir. Would you like it inserted? Or do 
you want me to give it to you now ? 

Senator Green. Go ahead as you like. 

General Wepremeyer. I did not want to do it in the interest of time, 
Senator. 

I accept at once, based on my personal experience and observations 
and knowledge, that in certain areas and under certain conditions 
assistance to specific nations has been helpful toward strengthening 
the bulwarks of freedom. 

In other cases one can justly conclude that our aid, both economic 
and military, has been strengthening and is strengthening now our 
enemies. 

I have listened to many discussions involving the pros and cons 
of our aid program, and I have come to the firm conclusion that we 
must, Senator, adopt a new philosophy in our relations with foreign 
countries, including friends, neutrals, and potential enemies. 

Everything we do in our relations with other countries should help 
them retain and even increase their self-respect, their national dignity, 
and their sovereign rights and responsibilities. 

However, with enlightened firmness we should insist that they do 
their part in the common effort to attain common or compatible goals 
in the international arena. 

History, of course, is replete with examples of one country extend- 
ing economic or military aid to another. However, I should like to 
emphasize that such aid was in the past extended with the complete 
understanding of the donor and recipient nations that advantage, 
unquestioned advantage, would accrue both to the donor and the re- 
cipient. 

I think our aid programs in the earlier part of our history were 
based on sucha premise. But now I am convinced that our worldwide 
distribution of manpower, money and materials is not related to those 
sound principles, but has developed into a worldwide charity program 
which is demoralizing the recipient nations, disrupting our economy, 
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and is not contributing to our military security or our economic 
stability. 


REAPPRAISAL OF MUTUAL SECURITY PROGRAM 


Earlier I mentioned that a reappraisal, which would not be a radi- 
cal change, but a return to principles th: at : ‘e sound and in the best 
interests “of our country, should be made. 

I think we should do away with our present foreign aid programs 
and the huge organizations which are administer ing them. This could 
and should | be, of course, effected gradually. 

But a time should be definite ly set by you gentlemen in Congress 
for the « completion of this move. 

In the meantime, obviously we must help to maintain military 
strength in those friendly countries where Communist aggression 
might occur at any time. 

Everyone in the free world is familiar with the probing tactics em- 
ployed ‘by the masters in the Kremlin, probing constantly in order to 
find soft spots in the armor of free nations; and, I think, of course, 
that we should extend help to nations right under the guns, as it were, 
of the Communist aggressors, but only after careful analysis of the 
requirements, both economic and military, and after t: angible evidence 
of those nations that they are doing everything possible t to help them- 
selves. 

This is relatively—and I think that the friendly peoples who would 
receive our aid under such circumstances would not only be appre- 
ciative but also more effective in their cooperation. 

Senator, I do not have time to go on here. 

Senator Green. I think I interrupted you. You can take another 
minute. 

General Wepemeyer. That is all right, sir. I would like to enter- 
tain questions. 

Senator Green. If you have not given all of those ideas, perhaps 
you can do it in answer to my questions. 

General WEDEMEYER. Yes, sir. 

Senator Morse. Mr. Chairman, do we have the understanding that 
his full statement will be filed ? 

General Wepemeryer. Thank you, Senator Morse. 

Senator Green. Yes; that will be done. 


DEFENSE AND FOREIGN AID BUDGETS 


Foreign aid this year is requested at $3.9 billion—— 

General Wrepemeyer. Yes, sir; plus $400 million more as a recom- 
mendation by the President’s Committee, sir, and $350 million more 
for Latin America. 

Senator Green. And the defense budget is over $40 billion. Do 
you think our defense budget is too big or too little or just right? 

General Wepemerer. Senator, I think that the defense budget is too 
large and, furthermore, I think the emphasis within the “Defense 
Department i is not being properly placed. 

I would put greater emphasis on air power and missiles, research 
and development. 

Senator Green. That is a division of the items, but I mean with 
respect to the total. 


+ 
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General Wrepemeyer. Yes, sir. You are talking about foreign aid 
now, not for our own defense purposes, is that correct ? 

Senator Green. No; I am talking about the total defense budget, 
I said the defense budget was $40 billion. 

General Wrepemryer. Yes, sir. 

Senator Green. And I said foreign aid was $3.9 billion. 

General Wepemeyrr. Yes. You want my opinion as to— 

Senator Green. You can give your opinion of both, if you like, 

General Wepemeyer. Allr ight, sir. 


SHIFT IN EMPHASIS WITHIN MILITARY BUDGET 


The opinion that I expressed remains, namely, that I would like 
to see a greater proportion or greater emphasis upon the research 
and development of missiles and air power within our own Defense 
Establishment, and less emphasis upon surface weapons. I think 
there is always resistance on the part of older experienced officers— 

Senator Green. Maybe in the way the budget is allocated, but I 
would like to know what you think about those figures. 

General Wepemeyer. I do not think I am qualified to question those 
figures, sir, because I would have to know what the expenditures would 
amount to, what they would entail if we put more emphasis on missile 
development, but I think I am qualified to make an intelligent 
observation 

Senator Green. Do you think our defense budget is too big or too 
little or just right, or haven’t you any opinion ? 

General Wrpemeyer. I stated, sir, that I am not qualified to state 
whether $40 billion would be enough to take care of the type of 
defenses that I believe are necessary for the security of my country. 

Senator Green. Then your answer is you have not any opinion! 

General Wepemeyer. That is my answer; yes, sir. 





MILITARY ASSISTANCE 


But I would like to comment on the $3.9 billion, Senator Green. 

Senator Green. Please do. 

General Wrpemeyer. I would like to see that reduced materially. 
I do not understand the necessity of giving expensive military equip- 
ment to many nations that would not be contributing to our own 
security, and especially the type of equipment in the foreign aid pro- 
gram—for example, jet planes to certain countries that I do not believe 
would use them, Senator, and that are not in jeopardy from immediate 
Communist aggression. So I think that that figure ought to be 
reviewed. 

Senator Green. I hope you realize how difficult it is for legislators 
to decide between authorities who differ with the Joint Chiefs of Staff 
and the Chiefs of Staff who recommended these other figures. 

General WepEeMEyYER. Yes. 

Senator Green. It is hard for laymen, if you might use that term 
in this connection, to decide who is right. 

General Wepemryrr. J realize that, and I have respect for the 
members of the Joint Chiefs of Staff as I sit here. 

I just have had, perhaps, some experience that they have not had. 
I have lived abroad many, many years, and I have watched this op- 
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eration, Senator, and in the past my views in the foreign field have 
been fairly sound. Events have proven them correct. 

So you must take that into consideration. Iam not suggesting that I 
am omniscient. 

Senator GrEEN. Senator Morse, do you have any questions? 

Senator Morsr. Yes, I have a few questions because I think this 
is a rather important witness for the record. 

We may disagree with some of his conclusions, but I think the con- 
clusions of the General ought to be pointed up in this record because 
he may be right and we may be wrong. 


BACKGROUND OF WITNESS 


Before I ask my questions I would like to have you take a minute, 
General, if you will, to quickly state for the record your military ex- 
perience of service with this Government. 

Give us a quick statement of the various positions that you have 
held, because I want to base my questions on that experience. 

General WrEpEMEYER. Well, sir, I have served all over the world, 
the Philippines, Europe, and so forth. But my first rather important 
assignment, at least of some responsibility, was in the early days when 
I first came in contact with you, Mr. Chairman, which was while I 
served on General Marshall’s staff in planning the strategy of the 
war. My assignment which required a great deal of work was to 
evolve the victory program, with which you are both familiar, I am 
sure. That program was more or less to set the pattern for the type of 
organizations that we would have to mobilize and equip and train, and 
the broad scheme of maneuvers, Senator Green, as to where they would 
be employed and when, and so forth. 

Now, that was the earlier task that I had. 

Then, from there, sir, I was in charge of the strategy and policy 
group until 1943, when I went to India and served there a year on Ad- 
miral Mountbatten’s staff. When General Stilwell was relieved in 
command of the China theater, I was sent up there to replace him, 
and served up there for 2 years as theater commander and chief 
of staff to the generalissimo. 

Then, after that I was brought back and the now President put me 
in charge of the 2d Army for a year. Then the President put me in 
charge ‘of planning again, strategic ee as Deputy Chief of 
Staff. From there I went to the Far East, Senator Green, when Presi- 
dent Truman sent me out to make a survey in China and Korea to 
determine the critical economic, phychological, and military devel- 
opments in that area, and to make appropriate recommendations rela- 
tive to our future policies and actions in the Far East. 

When I came back I served more time on the General Staff and 
finally was given the 6th Army. I subsequently retired by my own 
request in order to enter industry. I retired as a four-star general. 


REDUCTION OF MILITARY ASSISTANCE PROGRAM 


Senator Morse. On the basis of that military background I want 
to ask you these questions because I think it is important that we get 
the point of view of one with your background who is willing to testify 


before us. 
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The question before this committee is: Should we reduce the amount 
of money in this mutual security program, either for military aid 
or economic aid or both ? 

Now, we supply Thailand, to use an example, with a considerable 
amount of military aid. We were advised sometime ago that the Thai 
Government wants even more, I think, in the amount of some $60 
million. 

Will you tell this committee your opinion as to the value of military 
support for Thailand in case this country should become involved in 
a war with Russia? 

General Wepemeyer. I do not think that Thailand would have any 
strategic significance if we became involved in a war with Russia. 
Neither would French Indochina; neither would Indonesia. Those 
areas, sir, are particularly thickly popul: ated; they are incapable eco- 
nomically of supporting themselves. They are wholly reliant upon 
other nations for their arms and equipment, and they do not readily 
train in the use of modern equipment. 

I have had as much experience as most men in the Army, sir, with 
Chinese troops, and I speak, I think, knowledgeably on that subject. 

They indulge mostly in guerrilla action. There would not be any 
large-scale military contribution made by them. 

The present operations in Tibet, although played up in the headlines 
of our local newspapers, I am confident, sir, are just guerrilla action 
of very limited scope. 

Tibet, of itself, is not of strategic important to us. Psychologically 
though, Senator Morse, I do not think that the free world can afford 
to let the Communists successfully conduct nibbling operations, so I do 
favor doing something, whatever we can, that is realistic. 

Person: ally, I do not see what we can do in Tibet. 

But in Quemoy, Matsu, and in West Berlin, I think we should 
take a firm position, and I am in agreement with the administration 
on that. 

When I say this, Senator Green, I say it with humility. I know I 
am just one person and I am probably taking issue with the men whom 
you mentioned earlier, the Joint Chiefs of Staff, for whom I have great 
respect. I do not always agree with their judgme nt. 

Senator Green. We are glad to have the opinion of one so qualified 
by experience as you. 

General Wepemerer. Well, I do not always agree with their judg- 
ment, Senator. 

Senator Morsr. Returning now to Thailand, General, in view of 
what you said about Thailand, would I be justified in concluding that 
if you sat in my seat on this committee and had to consider the mili- 
tary aid for Thailand, you would vote for at least a substantial reduc- 
tion in it, if not elimination ? 

General Wepemeyer. That is correct, sir; and I would be very care- 
ful to insure that I have carefully screened aid to Korea. They are 
right up against the guns of the Communists. 

"There we did not win a victory in the American tradition, but we 
accepted an armistice, a humiliating armistice, and we may expect 
trouble there at any time. 
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SUPPORT OF MILITARY ASSISTANCE FOR K¢ REA, TAIWAN, AND PAKISTAN 


There were only two countries, Senator Morse, who really made a 
contribution and real sacrifice in that struggle, the United States and 
the South Koreans. Yet many of our allies, who are again the 
recipients of our generous aid, ‘had equal voice as to the conditions 
under which we concluded those operations so unsatisf: ictorily. 

Senator Morse. Is it your opinion, therefore, that there is no room 
for any saving in military aid to Korea ¢ 

General WepemeEyer. That is correct, sir. 

That is one of the areas where we are vulnerable to Communist 
attack. 

Senator Morse. Is it your opinion that there is no room for any 
saving in military aid to Taiwan ? 

General Wrepemeyer. ‘Taiwan is a very important place, according 
to the military experts. I might quote MacArthur and others like 
that, who have given this a great deal of study. I have given it some. 

Those islands from the Sakhalin Peninsula, all the w ay down the 
Japanese Archipelago, Taiwan, and all the islands which are the main- 
land littoral of Chin: a—that is a chain that would be as strong as the 
weakest link, and if the Taiwan area were taken by an enemy, ‘then he 
could begin to operate against the other bases along the coast and, 
therefore, the military experts, whose judgment I value, say we must 
hold that chain. 

Psychologically also I think we should support the Nationalist 
Government. of China. 

Senator Morse. So you would not vote for a reduction of military 
aid to Taiwan? 

General WrepemMeEyeEr. No, sir. 

Senator Morse. What about Pakistan ? 

General Wrpremeyer. I do not think I would—TI think it is im- 
portant that we hold this very firmly, sir. 

Senator Morsr. You would not vote for any reduction in military 
aid ? 

General WepemMeyer. No. 

[rank Iraq in there. Iraq we have lost. While we were busy wor- 
rying about Matsu and QQuemoy and West Berlin, the Communists 
successfully took this area that is almost more important to us, Senator 
Morse, than West Berlin because of its rich oil resources. 

Senator Morse. Mr. Marcy, would you get for me the list of the 
military aid to countries in Asia, south and southeast Asia, and the 
Middle East for this question ? 

Mr. Marcy. Yes, sir. 


MILITARY ASSISTANCE IN LATIN AMERICA 


Senator Morse. General, what about Latin America? Would you 
recommend to this committee any reduction in military aid to any of 
the Latin American countries. which aid amounts to around $98 million 
this year? 

General WerprmMeyer. Senator, my emphasis in Latin Americ: 
would be in the economic field. I would help them to help themselves. 

It would be in technical assistance, but not outright charity, to help 
then: increase their earning power. 
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I like very much what I heard you say earlier in that connection: 
“Give them opportunities to earn, and not let Yankee buyers go down 


there and exploit them.” This hurts us more than anything else in 
Latin America. I have been all through that area and J bea talked 
to Latin American leaders, and I think that is true, sir. I do not be- 


lieve in building up great armed strength down there, Senator Morse. 

Senator Morsr. It is your opinion, then, that this committee could 
save some money—and I am interested if you can tell me, either now 
or in a supplemental statement, how much—out of the $98 million 
that this bill asks for for Latin America ? 

General Wepemeyer. I think so. In the military side, sir-—— 

Senator Morse. I am asking you first on the military side. I want 
to go down the line here on the milit: ary side because if 1 understand 
your position and the position of the committee of which you are a 
member, in behalf of whom the previous witness testified, your recom- 
mendation to me as a Senator is to get out my paring knife and start 
cutting into this budget and save some money. 

General Wrepemryer. Yes, sir; both military and economic. Sen- 
ator, I would like to establish, and I hope the committee will establish, 
the philosophy of changing over even economic grants to loans and 
doing things on a more realistic businesslike basis. 

Senator Morse. I am coming to economic aid in a minute, but I 
want to hold first to this matter of military aid. 

Do you have now or would you be willing to supply the committee 
a supplemental statement of recommendations as to the specific 
amounts that you think we might save out of the $98 million to Latin 
America? What we are confronted with is the actual decision as 
what the amount shall be. 

I have to vote for figures here. I have to vote for so much for 
Thailand or nothing for Thailand. I have to vote for so much for 
Pakistan or a reduction for Pakistan, and I understood you to say you 
do not think we ought to reduce Pakistan. 

General, I think it is interesting to get this into the record because 
it gives the public attending some » idea of the handicaps that you and 
I work under 

General Wepemeyer. Sir, I would like to address a few remarks 
to you on that very subject. 





CLASSIFICATION OF AMOUNT OF AID ON COUNTRY-BY-COUNTRY BASIS 


Senator Morse. Just a minute. I want to finish this discussion 
about the handicaps that you and I work under when I try to get from 
you the testimony that I think you are technically competent to give 
us. I cannot ask you about individual countries. Do you know why! 
Because those country breakdowns in this book are all shaded, and 
that means they are all classified. 

General reo May I comment on that, sir? 

Senator Morse. Not until I finish this statement; and then I am 
going to ask you to comment on my statement. 

I can give you the totals—I can tell you that the proposal is $7,- 
379,000 for Africa, the proposal for the Near East and Asia is $411,- 
988,000, the proposal for the Far East is $567,244,000, the proposal 
for Latin America is $96,465,000. But I cannot, except in executive 
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session—and then I guess I could not, because you would be a public 
witness and not an administration witness—take up these individual 
countries with you. 

That handicaps me, because I would like your opinion on these 
jndividual countries because I do not know of anybody with any 
more experience in some of these Asiatic countries than you. I am 
going to have to phrase my question this way: 

You have told me about your position on Thailand; you have told 
me that in Latin America you think there is room for a cut. I do not 
know whether you would agree to any cut in the Near East and Asia 
of the total of $411,988,000, which covers Afghanistan, Greece, Iran, 
Iraq, Israel, Jordan, Lebanon, Pakistan, Saudi Arabia, and Turkey. 

General Wepemeryer. How much was that? 

Senator Morss. $411,988,000. 

General WepemeyeErR. Well, I do not know to which countries that 
money is being 

Senator Morse. I cannot tell you. I wish I could. 

General Wepemeyrer. That is what I wanted to say something to 
you on. 

Senator Morse. I want you to say that I have made my point. 

General Wepemeyer. All right, sir. 

During the war, there were times, I think Senator Green would re- 
all, when things came up in our secret discussions involving political 
and economic matters, not military, but economic and political mat- 
ters, and I suggested—I was down the ladder, but I suggested that 
our leaders inform the American people about this. I felt that they 
had a right to know. Otherwise, they could not base intelligent judg- 
ments on what we were doing, and military security was not involved. 

Now, the lives of our boys were not involved in putting out this in- 
formation, but I was told by people above me that it would embarrass 
other countries if we did, and I said I would rather embarrass other 
countries than embarrass the American people later. 





COMMUNISTS GIVEN CREDIT FOR EXTENDING MORE AID THAN THEY DO 
EXTEND 


There is another facet to this problem, too, sir. This is supposed, 
I guess, to cover up what we are doing to confront communism. I 
imagine that is the reason. Well, the Communists put this out all the 
time, and they grossly exaggerate, sir, what they are doing. They 
are not putting out these billions that they claim to be putting out. 

And even some of the supporters of the foreign aid legislation are 
putting out information that the Kremlin is putting out so many 
billions of dollars. They are putting out a fraction of what they are 
claiming to put out, sir. If you got busy and investigated, you would 
find out Tam right. 

There is another factor I would like the Senators to think about, 
and that is, instead of contacting people who are in charge of these 
programs and have special self-interest in them, talk to some of the 
younger officers who are coming back and who experience direct con- 
tacts with the people who are reciving the military aid or the economic 
aid. 

I think you would obtain a lot of information. I think you are 
entitled to call them over here and ask them those questions. 
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Senator Morse. I am sorry, Mr. Chairman, to take this much time, 
but 
General Wrepemeryer. I am sorry I took it, but this is important. 

Senator Morse. That is all right. I think it is important. 

General Wepemryer. Mr. Johnston today said the countries do not 
understand loans. ‘They think there may be strings tied to the loans, 

I think, Senator Morse, that the American people expect strings 
to be tied to foreign aid and loans. We would not get it from them 
under any other circumstances. 





DEFENSE SUPPORT 


Senator Morse. Now, General, L will talk to you a minute about this 
total. This total military aid program being requested is $1.6 billion, 
plus $835 million for defense support. We would not be granting 
defense support if they did not have the military program, because all 
defense support is an economic boost to an economy which has to 
maintain a military establishment over and beyond what that country 

‘an afford to maintain. 

So I have taken the position throughout these hearings that it is 
a misnomer to refer to defense support as economic support. 

General Wrepemrrer. I am in complete accord with that. 

Senator Morse. It is at least both military and economic and, in 
my judgment, you would not need it at all if you did not have a 
military program. 


REDUCTION OF MILITARY ASSISTANCE 


My final question on the military aid program before I ask you 
one or two on the economic aid program: Is it your judgment, based 
upon your military experience in this Government of ours, that asa 
Senator from Oregon, I ought to vote for somewhat less than $1.6 
billion for military aid and $835 million for defense support ? 

Gener ‘ Wrepemeyer. It is my judgment that you definitely should 
not vote for that amount, but less th: an that amount. And I would be 
happy to study it carefully for you specifically and try to give you 
an intelligent specific answer, if you could get the information for 
me to whom the amounts are going. 

Senator Morse. It would be an interesting and ironic situation. 

General Wepemeyer. I cannot get it, sir. I am a civilian working 
in industry, and the information is not available to me, although I 
am a taxpayer. 

Senator Morse. The ironic situation is, I would be subject to a 
resolution of censure if I got it for you, and yet I would like to have 
your opinion. 

Do you have or would you be willing to venture what you consider 
to be an intelligent estimate as to what, percentagewise, I ought to 
keep in mind by way of a cutback on this program—®d percent, 10 
percent, 15 percent, 20 percent ¢ 

General Wepemeyer. Well, I do not know; I am sure you would 
agree, sir it would be very unsound for me to give you such an esti- 
mate. It ought to be based on the strategic requirements, T think 
we ought to try to establish healthy economies in a country which we 
aid, 
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REFUSAL TO GIVE AID TO ADMINISTRATIONS NOT SUPPORTED BY PEOPLE 


A concomitant of a healthy economy is political stability, but in 
establishing a healthy economy I am opposed, Senator, to supporting 
governments that are incompatible with the people’s wishes, 

We talk and beat our chest about self-determination of peoples. 
What we are doing is, we are giving aid to some countries whose 
leaders are totalitarian and who are not wanted by the people, but 
the people cannot do anything about it, and we are strengthening 
those very leaders. 

I am referring, of course, to Tito and Gomulka and people like 
that. I do not think we should even give aid to Mr. Nehru. I know 
Nehru, and I disagree that he has taken a position. 

And this is a time when the whole era is critical, the survival of free 
people is involved. I think everybody should be happy to take a 
position and stand by freemen and be willing to make sacrifices to 
defend their freedoms. 

Senator Morse. I want to close this discussion by saying I think 
you have made this contribution to the hearing today : that you perhaps 
have demonstrated more than any other witness has been able to 
demonstrate to date, because of your experience and background, how 
helpless this committee is in getting your judgment as to what the 
specific savings in the program might be, because we are limited in 

resenting the facts of the budget to you so that you can render a 
judgment. 

You cannot even venture, from your testimony, what you would 
consider to be an intelligent guess, percentagewise, as to what I ought 
to vote for. 

General Wepemeyer. No. You would not want me to give you 
worthless testimony. 

Senator Morssr. No, but I want the record to show that you cannot 
do it. And, therefore, I happen to be one on this committee who be- 
lieves that the American people are being denied the facts that they 
are entitled to have so that they can proceed to advise their elected 
representatives as to their views of what the cut in foreign aid ought 
to be. 

If that does not spell out government by secrecy, I do not know 
what government by secrecy is. I do know we get to a point under 
a government by secrecy where we move from a democracy into a police 
state, and I wanted to emphasize that in my examination of you. 


REDUCTION IN ECONOMIC AID 


In econvumic aid, the situation is about the same. It is your testi- 
mony here today that if you were a United States Senator you would 
vote for a substantial cut in the economic aid program. Is that 
correct ¢ 

General Wepemeyer. Yes, sir. But I would want to make sure in 
doing that that I took into full consideration the requirements of each 
area to maintain its stability. I think some areas are really riding the 
gravy train. We are giving them money which is not being utilized 
in the best manner possible, and the American taxpayer is not getting 
his dollar’s worth. 
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REDUCTION IN NATO CONTRIBUTION 


Senator Morse. What about NATO? Would you propose any cut 
in the amount of money allocated to NATO? 

General WepeMeyer. Senator, 1 am glad to you mentioned NATO, 
because it has been a disappointment tome. When I was in uniform, 
I believed the world was not ready for a world federation, but I 
thought that the countries located in regions, geographic al areas, 
might band together for their mutual security and economic welfare, 
making proportionate contributions to the commonweal. 

NATO was one of the areas, and at a lecture in the National War 
College in 1946, I so recommended such a regional organization. But, 
Senator Morse, I did not anticipate that we would be a member of 
that organization. 

I would prefer that we had a regional organization here in the 
Western Hemisphere. We would help them, give them moral support 
and appropriate economic and military support. But we are a mem- 
ber now, and if Belgium attacks Luxembourg, we are involved ina 
war. Weareto fight Belgium because we are pledged to fight against 
an aggressor. And it just F does not make sense to me. 

Senator Morse. Be sure to give me your final decision on my ques- 
tion: Would you specifically ‘recommend any reduction in the bud- 
get allowance for military aid to NATO? 

General Wepemeyer. Yes, sir; I would. 

Senator Morse. But again, you cannot tell me how much, because 
you do not have the figures. 

General Wepemryer. No. But I do not think the countries in 
NATO, the 15 nations in NATO, have made their proportionate con- 
tributions. ‘That is my point, sir. We have five divisions over there. 
France and Germany ought to contribute more divisions, too. They 
are opposed by 175 divisions, the Soviet divisions. 

Senator Morse. Now, in order to save time, because I have given 
the line of questioning that I wanted to get your comments on, I would 
like to respectfully ask, Mr. Chairman, that the general be authorized 
as a service to me personally, and I think for the use of the whole 
committee, to file any supplemental statement he wishes to file based 
upon the questions that I have put to him. Thank you very much, 
General. Iam through with my questions. 

Senator Green. Thank you very much for your statement. Have 
you something you wish to add? 

General Wepemryer. No, sir. 

Senator Green. Thank you. 

(A prepared statement submitted by General Wedemeyer follows:) 


STATEMENT OF GEN. ALBERT C. WEDEMEYER BEFORE THE SENATE FOREIGN RELATIONS 
COM MITTEE 


INTRODUCTION 


Thank you, Mr. Chairman and members of the committee. I an grateful to 
you for the opportunity of presenting my personal views on foreign eid. The 
past several years I have been traveling considerably to various sections of our 
country in connection with my present business affiliations. 1 talk to people in 
all walks of life and therefore have been privileged to hear their views concern- 
ing national and international problems. There is no doubt about it, the 
American people are taking increasing interest in developments at home and 
abroad. Further, it is dawning upon them that most of our domestic problems— 
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heavy tax burden, huge armament outlay, increased national debt and usurpa- 
tion of responsibilities of citizens and of States by agencies of the Government 
in Washington, etc.—are definitely attributable to or are accentuated by inter- 
national developments and our own policies and actions in that area, 


FOREIGN AID POLICY SHOULD BE REAPPRAISED 


It is my conviction, gentlemen, that if a referendum were taken nationwide on 
the subject, “Foreign Aid,” Congress would be given a inandate to revise radically 
the foreign-aid program, both military and economic. 

I think I am right when I state that such a referendum would indicate clearly 
that the vast majority of our fellow citizens believe in friendly cooperation with 
other nations in the interest of peace and economic welfare of all people, but 
most of them are hardheaded realists who are convinced that one cannot buy 
loyal friends. They know further that outright charity undermines the moral 
fiber of an individual and likewise of a nation. Self-respecting people whose 
country has suffered a misfortune or has been ravaged by war appreciate the 
assistance that we might give them, but they would feel better if such assistance 
were based on reciprocity so that they could maintain their self-respect while 
using their own available God-given powers and resources in the common effort 
to over come their misfortunes and difficulties. 


U.8. POSITION ABROAD 


An old friend of mine, a prominent American businessman who has visited 
Europe annually the past 20 years, recently wrote as follows: “America is hated 
on the continent and is greeted generally with suspicion in the Middle East and 
Africa.” Also, the information revealed in the poll taken in 1957 by Mr. Elmo 
CG. Wilson, director of the New York Herald Tribune World Poll, cannot be 
brushed off lightly. Under his able direction, careful samples of public opinion 
in 11 important nations, all friendly to the United States, were taken. Mr. 
Wilson posed the following question to representative people in those nations: 
“In case war breaks out between the United States and the Soviet Union, do you 
think your country should do everything in its power not to get involved, or do 
you think it should take part on one side or the other?” Of the 11 nations, only 
2 agreed to help us if war were to break out. In the Netherlands 70 percent of 
those polled, and in Australia 57 percent of those polled voted to support the 
the United States. The remaining nine countries, all recipients of our largess, 
voted not to become involved. I repeat, most of these countries have been and 
still are the recipients of America’s generous program exending economic and/or 
military aid. The voting percentages, as revealed in the Wilson poll, with 
regard to sharing the burden with us in fighting communism follow: 


Percent Percent 
I ta isi pdiatel cia alibe Pb IO acon ict wnralincsncaineeae 66 
IN id ok sees acidiginahign casilaucsaciate CE RO ORONIN > ids. ta ines ciskenticass phn oe 63 
I nse inigdts heist asain anki ioetsipiaktietceiaaae Oe EISEN. osticrapsctiacineses sacmcmmmcte ade oil 6 
a la Er RNIN sfacatansastecaiaincalin nite itera cea 54 
re a ‘(2 


In other words, although the recipients of our economic and military aid at 
present are enjoying a peaceful world situation made possible primarily by the 
sacrifice of American taxpayers, still these people are not prepared to do their 
part in the struggle against the common enemy. In fairness, that poll was taken 
in 1957. Let us hope that now, almost 2 years later, there has been a recognition 
of responsibilities on the part of all peoples in the free areas of the world. The 
alternative for them is a new world order under communism which would deny 
them their fundamental liberties. 


PROS AND CONS OF FOREIGN AID 


I accept at once, based on personal experience, observations, and knowledge, 
that in some areas and under certain conditions assistance to specific nations 
has been helpful toward strengthening the bulwarks of freedom. In other cases 
one can justly conclude that our aid, both economic and military, has been 
strengthening our enemies. I have listened to many discussions involving the 
pros and cons of our aid program and I have come to the firm conclusion that 
we must adopt a new philosophy in our relations with foreign countries, includ- 
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ing friends, neutrals, and potential enemies. Everything we do in our relations 
with other countries should help them retain and even increase their self-respect, 
their national dignity, and their sovereign rights and responsibilities. With 
enlightened firmness we should insist that they do their part in the common 
effort to attain common or compatible goals in the international arena. Such 
common effort must take into consideration all of the resources—human, mate- 
rial, and spiritual—available to the nations participating. 

There are four instruments of national policy, and foreign aid is an impor- 
tant consideration but must be carefully coordinated and efficiently operated in 
conjunction with the other measures we are using to protect world peace and 
improve the welfare of mankind. These four broad categories, normally found 
in varying degrees in any modern nation, are: political, economic, psychological, 
and military resources. They actually constitute the four principal weapons or 
tools of national policy. If the first three categories are used intelligently and 
in a timely manner—that is, if they are employed in consonance with a co- 
ordinated plan—it might make unnecessary the employment of military force. 
Political resources include treaties and pacts with friendly nations; economic 
resources include reciprocal trade agreements, loans, grants, and gifts, and 
embargoes or blockades; psychological resources include overt and covert 
propaganda ; military resources include the armed might of a nation. 

History is replete with examples of one country extending economic or military 
aid to another. However, it should be emphasized that such aid was extended 
with the complete understanding of the donor and recipient nations that advan- 
tage would accrue to both. Our aid programs were based on such premise 
initially. But now I am convinced that our worldwide distribution of manpower, 
money, and materials is not related to those sound principles but has developed 
into a worldwide charity program which is demoralizing the recipient nations 
and disrupting our own economy. 


ABOLITION OF FOREIGN AID PROGRAM 


Earlier I mentioned a reappraisal which would not be a radical change but 
a return to principles that are sound and in the best interests of our country. I 
think we should do away with our present foreign aid programs and the huge 
organizations which are administering them. This could be effected gradually, 
of course. Buta time should definitely be set by Congress for the completion of 
this move. In the meantime, obviously we must help to maintain military 
strength in those friendly countries where Communist aggression might occur at 
any time. Everyone in the free world is familiar with the probing tactics of 
the masters in the Kremlin in order to find soft spots—psychological, military, 
or economic—in the armor of free nations. We should extend help to nations, 
right under the guns as it were of the Communist aggressor, but only after 
eareful analysis of the requirements, both economic and military, and after 
tangible evidence that they are doing their part. This is a realistic approach 
for we are reserving to friendly peoples opportunities to do their share in the 
common struggle against communism. We would not be meddling with their 
social, economic, and political life and we would not be referring to them as 
“backward,” and we would scrupulously avoid the imposition of our own politi- 
eal, economic, and social philosophies. 


Senator Green. The next witness is Mrs. Annalee Stewart. Is 
she here? Mrs. Stewart represents the Women’s International League 
for Peace and Freedom, of which she is legislative secretary, I believe. 

Mrs. Stewart. That is right. 


STATEMENT OF MRS. ANNALEE STEWART, LEGISLATIVE SECRE- 
TARY, WOMEN’S INTERNATIONAL LEAGUE FOR PEACE AND 
FREEDOM 


Senator Green. Will you kindly proceed ¢ 

Mrs. Stewart. Senator Green and Senator Morse, I appreciate the 
opportunity to appear before this committee to present the views 
of our organization. 
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INTRODUCTION 


I am Mrs. Annalee Stewart, of 120 Maryland Avenue NE., Wash- 
ington, D.C., legislative secretary of the U.S. section of the Women’s 
International League for Peace and Freedom. I should say I will 
try to cut some of my very brief statement and put the rest in the 
record. 

Senator Green. We must limit the entire time to 10 minutes. If 


ou are unable to complete your statement in that time, the balance will 
9e incorporated in the record. 


LEAGUE’S SUPPORT OF ECONOMIC ASSISTANCE 


Mrs. Stewart. The principles which have guided this organization 
thoughout its 44 years make it a firm believer in a program of con- 
tinuing long-term economic aid that will assist the less developed 
areas of the world to the fullest extent of their desire and capacity 
to receive help. The League also strongly supports a program of 
technical assistance, preferably on a multilateral basis under the 
United Nations. It likewise supports heartily the special assistance 
programs of the United Nations known as the Children’s Fund— 
UNICEF—and the United Nations Relief and Works Agency for 
Palestine Refugees. 

We have joined with a number of organizations in testimony to 
be given by Mrs. Gray in support of the Children’s Fund. 

The league is convinced, however, that assistance programs should 
never become a device whereby we reward our friends or exert pres- 
sure on any country to pattern its economy after ours. To pursue 
such a policy will only damage the program and place our country 
in a false position in the eyes of the world. 

When 75 percent of all the people of the world have annual incomes 
of less than $100 per year, and no more than 10 percent of the world’s 
goods, we begin to understand why in a recent column Walter Lipp- 
mann reminded his readers that, “We live in a world community 
where the most portentous fact is the gap between the rich peoples of 
West Europe, North America, and Australasia and those of Asia, 
Africa, and Latin America.” 

The Women’s International League for Peace and Freedom believes 
that we of the United States, who have so much, have a moral obliga- 
tion to help lift the level of life for others. 


SUPPORT OF REDUCTION IN MILITARY ASSISTANCE PROGRAM 


The Mutual Security Act of 1959, however, is a package which con- 
tains items other than economic aid. More than 60 percent of its 
total asking is concerned with direct military assistance and defense 
support. The League strongly disapproves the linking of economic 
ald with these military programs. 

In the mutual security hearings of 1956, a number of national or- 
mg feeling that the distinctly military items should be han- 

led in separate legislation, asked for a division of this mutual 
security package. A special study made for this committee by Pro- 
fessors Millikan and Rostow of the Massachusetts Institute of Tech- 
nology supported this view on the ground that economic aid would 
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be most effective and acceptable if it were administered through 
international collaboration and according to strictly economic criteria 
rather than by military and political considerations. 

Though the administration attempted to make this separation of the 
economic from the military in 1956, it failed to persuade Congress at 
that time to take the necessary action. 

In 1958, the special committee to study the foreign aid program, 
set up by this committee, proposed, as its first recommendation, that— 
The objectives of the various foreign aid programs should be separated, refined, 
and restated as necessary by the executive branch and the Congress. 

Last August eight members of the Senate Foreign Relations Com- 
mittee, in a public letter addressed to the President, criticized the— 
serious distortion of the present relative importance which is attached to mill- 
tary and related aid on the one hand and technical assistance and self-liqui- 
dating economic development assistance on the other. 

Here I should like to say we are grateful for your effort, Senator 
Morse, in pointing out the serious implications of the emphasis on 
military aid, particularly as they deal with Latin American countries, 
where their leaders and people so many time have asked for more eco- 
nomic aid in order to solve their economic problems. 


SUPPORT OF FULBRIGHT AMENDMENTS 


We take this opportunity to commend the Chairman of the Senate 
Foreign Relations Committee for several of his proposed amend- 
ments to S. 1451, the authorization for 1959. 

Above all, we hope that you will incorporate his third amendment, 
as explained in the Congressional ced of April 24, 1959, at poges 
5933 and following. We feel that the Development Loan Fund 
should be financed on a banking basis and its capital greatly enlarged. 

We are glad that Senator Humphrey of this committee offered a 
similar amendment on May 19. 

It is the belief of the League that neither peace nor the hope of 
peace can be obtained by a military assistance program. Opinions 
may vary widely about any given issue, but to members of the league 
military assistance means foreign troops and convoys traveling ci- 
vilian highways, keeping war and the threat of war always in the 
minds of citizens. It means Spanish paratroopers trained by the 
American Air Force in Germany. It means deadly hardware labeled 
“Made in America” scattered over the earth. It means good and 
fertile land preempted for air bases, and much-needed housing taken 
over for barracks and homes for the military. 

Reactions to situations such as these have been observed by our 
members in many parts of the world. It leads them to the conclusion 
that military assistance spreads only a military image of the United 
States, which will do our country much harm in the longrun. 

On the other hand, as was stated before, the League wholeheartedly 
believes in the other part of this mutual security program—much the 
smaller part at present—which covers the request for economic aid 
and technical assistance. It believes that such a program, if it were 
adequate and continuing and wisely administered, would greatly ad- 
vance the cause of peace and of real national security. 


| 





ct @ 


\y 


1i- 


ite 
\d- 


nt, 
yes 
ind 
ed. 
la 


of 
ons 
rue 

ci- 
the 
the 
sled 
and 
ken 


our 
sion 


edly 
. the 
, aid 
were 


r ade 


MUTUAL SECURITY ACT OF 1959 1065 


It is sometimes claimed that only the program of military aid makes 
possible the enactment of any program of economic aid. The league 
believes, on the contrary, that, given a clear-cut and honest picture of 
the great need for economic aid, and with proper leadership and a 
wise and dynamic educational program, the American people will 
respond affirmatively, as they did in supporting the Marshall plan 
12yearsago. It contends, furthermore, that the diverse programs now 
in use are confusing and self-defeating. The Women’s International 
League for Peace and Freedom regrets that it is unable to lend its sup- 
port to the present Mutual Security Program, much as it believes in one 
of its two incompatible parts. 

On behalf of the United States section, I would strongly urge that 
a clear-cut division be made now between the military and economic 
programs, and that legislation be framed setting up a generous, well- 
defined program for economic aid and technical assistance that more 
nearly measures up to the world’s needs. 

Senator Green. Thank you very much, especially for your last 
paragraph. 

Senator Morse, have you any questions? 

Senator Morse. I have one or two. 

I know Mrs. Stewart and her organization very well, and I know it 
very favorably. ‘That does not mean that I have always agreed with 
all of its recommendations. We have found ourselves at odds some- 
times on specific recommendations. 

But we have not been at odds, may I say for the record, in regard 
to the need to do everything we can to try to set up a system of inter- 
national justice through law where the emphasis would be on peace and 
not war, and we have not been at odds from the point of view there 
should be a reduction in military aid and an enlargement in economic 
aid. 


REDUCTION OF MILITARY ASSISTANCE 


Am I correct, Mrs. Stewart, that your organization does not take 
the position that there should be no military aid at all? 

Mrs. Stewart. We oppose the military aid program, yes. 

Senator Morse. A hundred percent ? 

Mrs. Stewart. Yes. 

Senator Morse. You would grant no military assistance at all to 
any country that many believe might be threatened with Communist 
aggression ¢ 

{rs. Srewarr. No, because we believe that the way to stop the 
threat of totalitarian forms of government is to work in the area 
where you can really help the people to improve their standards of 
living. 

We believe that you do not stop the threat of totalitarian ideas by 
preparing to atom bomb the sedis who live under those systems. We 
think there is a better way, and it should be done on the economic 
level and political level. We believe in international cooperation at the 
political and economic level but not on the military level. 

We oppose military alliances and military assistance, and we think 
the rice today has shown the barrenness of that kind of a policy 
which has put its major emphasis on the military at a time when the 
real problems of the world, with two-thirds of the world hungry and 
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underprivileged, lie in the field of hunger, poverty, disease, and ignor- 
ance. We believe that, instead, we ought to pet our energy, effort and 
resources into really working for universal disarmament under inter- 
national law so that the burden of arms could be lifted from the 
whole world, and their resources used in helping to solve these other 
problems. 

Senator Morse. I want you to know, Mrs. Stewart, I am in com- 
plete agreement that the eventual g goal i is complete disarmament. I 
have been at variance with your group in regard to the timetable for 
accomplishing that goal, and that fact leads me to ask you this question ; 
If we reduced all military aid, would you be against all appropria- 
tions for national defense purposes for our own country ? 

Mrs. Stewart. We would say that under a world disarmament pro- 
posal there would be a plan to have all national armies, big national 
armies, reduced to the level of a police force. Then you would not 
have the stockpiles of arms and bombs, and conscription. You would 


not have the tremendous military budget that our country and other 
countries have. 

Senator Morse. I understand that is your goal, but I am talking 
about 1959, and my job of sitting here in the Senate and reaching a 
decision as to whether or not I vote for a military defense budget. 

Is it the position of your organization that in 1959 there should not 
be any defense budget for our own national security ? 

Mrs. Srewart. Well, I realize that under a plan of disarmament 
it has to be by stages and, therefore, that a person in your position 
might feel that it was necessary to plan some step in this period. 

But the difficulty has been, Senator, that the largest proportion 
of the effort and energy of the Members of Congress and the admin- 
istration or the executive branch has been on building up and increas- 
ing, sometimes it is air and sometimes it is ground forces, rather than 
putting the emphasis seriously in the other direction. 

Senator Morse. I understand. 

Mrs. Srewarr. And our organization feels that we must point out 
continually that when you put off in the future doing these things, 
they tend not to get done. 

For years we have been talking about some of these issues, and 
always the argument is, “But this isn’t the time, because of certain 
serious situations.” 

Tam not one, and neither is our organization, to simplify the prob- 
lems that we face. But we just believe that the time is getting short 
interims of changing the direction of our foreign policy away from 
its primary emphasis: on the military and military aid programs, to the 
real problems which the world faces. It seems to us that demon- 
strations in various parts of the world have indicated that many 
nations, especially the newly independent ones, are questioning this 
emphasis on the military. 

Senator Morse. I understand your goals, Mrs. Stewart, but I say 
I do not think you understand the dilemma in which you put office: 
holders such as myself. I find myself getting caught in the vise of 
two extremes—those who, in my judgment, are going too far with 
military appropriations, both domestic and foreign, and those on the 
other extreme, representing your school of thought, who would seem 
to say to me, “You should not be voting for any defense appropria- 
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tions at all.” I answer by saying, “Well, what is going to stop the 
country from being completely overrun in that kind of unilateral 
disarmament program unless first we are able to get those international 


agreements and understandings in which there can be a mutuality of 
disarmament ?” 


SUPPORT OF HIGHER TAXES FOR CONTINUATION OF ASSISTANCE PROGRAMS 


That represents a difference between us. But, be that as it may, 
I come now to page 1 of your statement, in the second paragraph, 
where you say: “When 75 percent of all the people of the world have 
annual incomes of less than $100 per year, and no more than 10 per- 
cent of the world’s goods, we begin to understand why in a recent 
column Walter Lippmann reminded his readers that ‘We live in a 
world community where the most portentous fact is the gap between 
the rich peoples of West Europe, North America, and Australasia 
and those of Asia, Africa, and Latin America.’ ” 

I agree. What I want to know from you is your answer to this 
question: Would you support a program which would result in either 
of two phenomena or possibly both: A reduction in the standard of 
living of the American people so that our present per capita income, 
which is—— 

Mrs. Srewart. Over $2,000, 

Senator Morse. $2,500, but that is relatively close—which is about 
$2,500 as compared with $100 for 75 percent of the people of the 
world—would be reduced in order that more per capita income may 
be enjoyed by people elsewhere ? ; 

May I say, good naturedly, if you are, don’t ever run for oflice. 

Mrs. Stewart. I do not intend to. hoe 

Senator Morse. Are you ready to support that possibility, or, if you 
are not ready to, do you share my view that we ought to not only main- 
tain that per capita income for our people, but follow an economic 
course of action which will raise it higher, and at the same time help 
raise per capita income in other parts of the world, too? Are you will- 
ing to go along with a specific tax program which would tax our people 
much more on the basis of ability to pay than they are being taxed now 
because of the many loopholes we have for the benefit of those who can 
escape their fair share of taxes? Are you willing to get behind poli- 
ticians who would have the courage to advocate a higher tax structure 
imposed upon the American people so that the per capita income of 
other people in the world can be raised through the aid that we make 
available to them, which we think is necessary in order to promote 
world peace ? 

It is a pretty complicated question, but I think you know what I 
mean. _ 

Mrs. Stewart. Yes, and I will try to answer it. It is a difficult 
one to answer. 

I would say first of all, personally I would be willing for some re- 
duction, if it were necessary, to help other people, because I think 
there are plenty of us who could live on a lower standard of living 
and still live a rich and full life, not necessarily materially, but in 
terms of the basic qualities of our democracy. 
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Second, I think that it is not necessary for such a change, a lowering 
of the standard of living, if there were sufficient planning on the 
part of the administration and the Congress. 

You will remember a number of years ago when Senator Flanders 
and Senator Sparkman introduced a resolution—this was in 1953— 
on world disarmament, and you were one of the sponsors, as were 
many of the members of this committee, that there was in that reso- 
lution a section which provided for the setting up of interdepart- 
mental machinery between Defense, State, Labor, Commerce, and 
Agriculture, to plan for ways of wor king for world disarmament, that 
is, “the reduction of arms and the spending that we would make for 
arms, both in our own country and in other countries. At the same 
time this plan would provide ways by which the factories could be 
retooled to make things for peace 1 rather than for war, such as small 
agricultural plows and other instruments for the less dev eloped coun- 
tries. It could include plans for increasing roads, schools, housing, 
and health programs within our own country that would help here as 
well as in the less developed countries of the world without a depres- 
sion. 

In other words, this could be done without necessarily lowering the 
standard of living except as there might be a period when there would 
have to be some adjustment during the boledline of factories. 

That section of the disarmament resolution, unfor tunately, was taken 
out before the resolution finally passed. Howev er, economists have 
testified before this committee, particularly Senator Humphrey’s 
Subcommittee on Disarmament, showing that we can keep a high 
level of living within our country and at the same time help other 
people with their basic needs in relation to hunger, poverty, disease, 
and ignorance, without lowering our standard of living. 

And it is that area, it seems to me, that we ought to be challenging 
the American people to face, rather than talking so constantly about 
more billions for nuclear weapons and missiles, and the various instru- 
ments of death that are being proposed here and in other countries in 
the present arms race. 

It seems to me we have come to the place where we have to face 
much more clearly and answer more honestly what this arms race is 
leading us to. When questions are put to me or to our organization 
or people who feel as we do—and there is a growing number of 
people—about cutting down on military appropriations, I think we 
have to face the risk we may be taking. I think we have to choose 
between going on in the arms race which it seems to me can only end 
in a holocaust for the world, or the risk of going in the other direction, 
of working for international disarmament. 

I am not just speaking about unilateral disarmament, Senator. 
Our organization does not necessarily say that is desirable ‘under the 
present circumstances. We have supported international disarma- 
ment through the United Nations under international law. 





SUPPORTING HIGHER TAXATION STRUCTURE 


Senator Morse. I understand your position and I think you have 
covered that subject. But getting back to this tax issue, am I correct 
in my understanding that, so far as your organization is concerned, 
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you would be willing, if it could be demonstrated that higher taxes 
are necessary in order to maintain the kind of foreign economic pro- 
gram you recommend, to advocate a higher tax structure ¢ 

Mrs. Stewart. I believe our organization would. I am not sure 
that we have had a definite resolution or policy statement on it, but 
I would be prepared to support it myself, and discuss it with them. 
Since we have always said in our principles and policies we wanted 
a bold, courageous, and imaginative program of economic aid and 
technical assistance, I think that we would be willing to accept higher 
taxes for that purpose, but not for the military. 


TAXPAYERS’ STANDARD OF LIVING AS RELATED TO COST OF AID PROGRAMS 


Senator Morse. My last question concerns a comment which you 
made. You said that so far as you were concerned, you would be 
willing to accept a somewhat lower standard of living in order to help 
raise the standard of living elsewhere in the world. 

And the problem presented to a legislator is how far, if at all, he 
would be justified in supporting a program which would result in a 
lowering of what we consider to be the none too high standard of living 
that we presently enjoy, in order to support a foreign aid program. 

Many people, probably most people, believe that their elected repre- 
sentatives have the duty of maintaining an economic structure which 
will permit them to enjoy a decent standard of living, a standard of 
living that will permit them to educate their children, to take care 
of their medical needs, and to enjoy what we generally consider to be a 
fair share of the good things of life—that is a minimum base. 
The public view is that within that structure politicians should sup- 
port a foreign aid program which will be of assistance to people in 
foreign countries. Over and above that, there are individual Ameri- 
cans who share your point of view and who say, as you have this 
afternoon, they would be willing to accept a lower standard of living 
in order to help these people in other lands, and would be willing to 
support a private aid program such as CARE and other great humani- 
tarian motivated programs. But ought we to support an aid pro- 
gram by way of investment of originally private dollars in loan, 
grant, and technical aid programs to assist people in foreign lands, 
thereby imposing upon all the taxpayers of the country a program 
which would result in lowering the standard of living also of those 
who do not want their standard of living lowered below what they 
consider to be a minimum decent standard of living? 

What have you got to say about that? 

Mrs. Stewart. I think some of these questions I will have to take 
up with the policy committee and bring back a statement, because 
some of these issues have not been considered as fully, perhaps, as 
they should be in view of the request we make of our legislators. 

I would say that we ought to certainly consider these. I would 
also say that many of our members would not be in the upper brackets 
that would have a great deal in terms of investment, in what we would 
eall high income brackets for investments, but I am sure that many 
of them have considered these problems. 
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MILITARY EXPENDITURES COULD BE DIVERTED TO SCHOOLS, HOSPITALS, AND 
ROADS 


I would also want to ask of you, Senator, isn’t there one section 
of this discussion that perhaps we are forgetting or neglecting, and 
that is that if we were to reduce the tremendous amount that goes 
into the military for which so much of our taxes now go, wouldn’t 
we have much more that would be available for these more construc- 
tive programs, such as schools, hospitals, ete., here and in other places? 

Senator Morse. I am taking that into account. 

Mrs. Stewart. So that actually, you would not have as much of 
an increase in taxes, would you, Senator, because you would be using 
the money not on weapons that are obsolete before they are used- —and, 
of course, we do not want them used—but you would be having your 
money put into schools, hospitals, and roads and various programs 
which would be improving both the standard of living of people here 
at home and other countries for less cost, proportionately, because 
those programs would last year after year. 

When you build a school you still have to pay salaries to teachers, 
You would not be stockpiling schools like they do bombs. You would 
be using them. 

Senator Morse. I am taking all that into account, Mrs. Stewart, and 
I am for substantial savings in this military aid budget. I am going 
to vote for some amendments to make savings in military aid because 
I think there is much water in that program. 

But even when I get through with that, the saving will be a driblet 
when you consider the problem you raise on page 1 of your statement, 
that 75 percent of all the people of the world have annual incomes of 
less than $100 per year. It would be just a driblet, in view of the great 
economic problem we have in the decade immediately ahead to build 
up the productive resources of those people so that they can get. up to 
a standard of living just half of ours. 


POLITICAL RESPONSIBILITIES OF ELECTED REPRESENTATIVES 


So I raise this perhaps more for rhetorical effect than anything else, 
to start your organization thinking, because I want you to remember 
that—I say this most respectfully and you know how sincere I am 
in my friendly interest in the objectives of your org ranization—I do 
not think that you are giving the weight you should be giving to 
the political responsibility of Senators elected to the U.S. Sen: ate, 
to follow a legislative course of action which will maintain what 
the American people have the right to expect as a decent standard 
of living for our people. 

I think we have that duty. 

We also have the duty, it seems to me, to impose a tax structure on 
those who have the ability to pay in this country, so that we can raise 
the funds necessary to support an economic aid program designed 
essentially to strengthen the cause of peace in the world. I happen 
to think that peace will be maintained more by economic aid than by 
military aid. 

I raise these points because [ want your organization to give further 
thought to this matter. 
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Mrs. Stewart. Well, I feel sure we would give much more support 

along these lines that you have suggested. We have appreciated 

our frankness so many times in bri inging questions out into the open 
that sometimes others less courageous have not done, and we feel that 
you have done a great deal of service in our democracy by bringing 
these issues before the people. 

Senator Morse. A note has been handed to me, Mrs. Stewart, which 
I will put in the record: It was suggested that these questions I put 
to you are questions that ought to be taken to heart by every private 
organization which sends representativ es to appear before this com- 
mittee. 

I do not want you to think I am addressing them just to your or- 

anization, but I am only using your organization as a springboard 
ein which to address them to every other private organization. 

Mrs. Stewart. I realize that. And may I say, Senator, for the 
record, that when I go out to speak to groups in communities as I do 
frequently, and to church groups particularly—because I have a 
special interest there in getting people who are religiously moti- 
vated to put their religion to practice in facing social issues—I fre- 
quently say to them when I preach in their pulpits that they have no 
right to expect Senators and Representatives to have the courage to 
stand up on the floor of either House and discuss these issues, “take 
a stand for good legislation or oppose that which is not good, unless 
they in the pew have been willing to have these questions raised to 
encourage the minister or the 1 ‘abi or the priest to speak about these 
from their pulpits and to lift up these questions for general discussion, 
and support of those of you who do speak out, as you frequently do, 
for good legislation. 

And, therefore, I believe in a democracy it is not only our citizen’s 
right but our responsibility to give you support and to work for these 
ends we have been discussing. 

Senator Morsr. Thank you very much. 

Senator Green. I think that is an admirable climax, and unless you 
ask further questions, we will go on to the next witness. 

Senator Morse. I have made my case. 

Senator Green. Mr. Edward F. Snyder. Is he here? Mr. Snyder 
is representing the Friends Committée on National Legislation. 


STATEMENT OF EDWARD F. SNYDER, LEGISLATIVE SECRETARY, 
FRIENDS COMMITTEE ON NATIONAL LEGISLATION 


Senator Green. Is the organization which you represent here a 
national one? 

Mr. Snyper. Yes. 

Senator Green. Yes. That is what I want to know. 

Mr. Snyper. You will note that the statement, which I hope will 
be filed for the record, is submitted on behalf of Elton Atwater, of 
New York and of Pennsy lvania State University. 

This was prepared with his assistance. Unfortunately, he was 
taken ill yesterday, and is unable to be here. I would like to make 
a few remarks on his statement, if I may. 


Senator Green. You may file his statement and make a few remarks 
on it. 
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Mr. Snyper. Yes, if I may, keeping in mind the time limitations 
which you have set. 
(The statement referred to follows :) 


STATEMENT OF ELTON ATWATER ON BEHALF OF THE FRIENDS COMMITTEE ON 
NATIONAL LEGISLATION 


Mr. Chairman and members of the committee, my name is Elton Atwater. I 
am professor of political science at the Pennsylvania State University. I am also 
a member of the religious Society of Friends, or Quakers, and have for the past 
2 years been an observer at the United Nations for the Friends World Committee 
for Consultation, a nongovernmental organization which has been granted con- 
Sultative status with the United Nations Economic and Social Council. I am 
here today on behalf of the Friends Committee on National Legislation, 104 0 
Street, NE., Washington 2, D.C. This organization seeks to represent many of 
the viewpoints of Friends, but does not claim to speak for the entire Society of 
Friends, the democratic structure of which does not lend itself to efficial spokes- 
men. 

I have come today to speak as vigorously as I can in support of the authoriza- 
tion for the several nonmilitary economic aid and technical assistance activities 
covered by the mutual security program for fiscal year 1960. I would particn- 
larly like to stress the importance of making increased use of United Nations 
channels for economic aid. 


SUPPORT FOR FULBRIGHT AMENDMENTS TO AUTITORIZATION BILL 


In the first place, we would like to commend the chairman, Senator Fulbright, 
and the cosponsors of imaginative and far-reaching amendments to this au- 
thorization bill which were proposed on April 24, 1959. An authorization of $1.5 
billion for 5 years for the Development Loan Fund comes much closer, we feel, 
to meeting the magnitude of need on the part of the underdeveloped countries 
than does the original provision of the administration proposals. We particu- 
larly support the effort which Senator Fulbright and others are making to place 
much greater emphasis on the nonmilitary economic assistance aspects of the 
mutual security program. 


SUPPORT FOR HUMPHREY AMENDMENTS TO AUTHORIZATION BILL 


We also wish to express support for the amendments sponsored by Senator 
Humphrey introduced on May 19 which would strengthen U.N. programs, in- 
crease U.S. efforts in the conquest of disease, and review and scale down military 
assistance to certain underdeveloped countries. 


PROPER MOTIVATION IMPORTANT 


We wish to emphasize our belief that the motivation behind the mutual secur- 
ity program is as important as the dollar amounts authorized and appropriated. 
Our national motives in embarking upon such a program determine in large 
measure the extent to which it will be supported by the American people, the way 
in which it will be accepted abroad and the international climate which it will 
help produce. 

We believe that U.S. economic assistance to less developed nations should 
be extended as a duty and as an opportunity, and should not be motivated by 
strategic factors or treated as a tool in the cold war. We were much interested 
to see this principle supported by Walter Lippmann in his column of January 29, 
1959, in the Washington Post and Times Herald. Mr. Lippmann said: 

“The way we make our contribution is at least as important as the amount 
of the contribution. For insofar as we treat the contributions as a subsidy to 
buy allies in the cold war, they do as much, probably more, harm than they do 
good. For then we present ourselves in the guise of a great imperial power 
seeking to buy dependents, and that is a principle reason why with all the fuss 
about our foreign aid programs, we have been losing, not gaining, friends in 
the world. 

“The whole operation of foreign aid would wear a different face if it were 
founded on the principle, laid down by Mr. Dillon—that we make a contribution 
because it is the simple duty of the rich to help the poor. It would be a noble 
act, which would pay big dividends in self-respect at home and good will abroad, 
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if the Government would declare the principle that to fight against poverty is a 
duty, not an instrument of our military strategy.” 

The United States is the world’s wealthiest nation. Our per capita income is 
over $2,000 while in many less developed countries it is less than $100. Life 
expectancy in our country is over twice as long as in great areas of the under- 
developed world. No nation can be secure and no conscience should rest easy 
while such disparities exist. As Under Secretary of State Douglas Dillon 
pointed out on January 16, 1959, these facts would still confront us if commu- 
nism never existed. Our Nation has a great opportunity to extend to the rapidly 
developing world community the concept which we now apply in our own 
Nation—that the general welfare of all requires that we assist the sick, the 
hungry, the illiterate, and the disadvantaged to achieve a better life. 


SUMMIT CONFERENCE SHOULD CONSIDER WORLD ECONOMIC DEVELOPMENT 


Assistance given in a cooperative spirit can help heal a divided world. We 
urge this committee to explore ways whereby the United States might work 
cooperatively with the Soviet Union and all other nations through the United 
Nations so that world economic development can be lifted out of the cold war 
eontext to the higher level of a tremendous cooperative effort*to solve one of 
the major problems now confronting the world’s people. This is a subject which 
might well be explored at any future summit conference. It would be most 
helpful if this committee could give the President encouragement and specific 
suggestions for initiating such a program. 

On March 25 in Paris, President Charles de Gaulle of France spoke eloquently 
at a press conference of the need for a much bolder approach to the needs of 
the underdeveloped countries and urged that this be a primary subject for the 
agenda of possible East-West conferences: 

“For, in our time, the only quarrel worthwhile is that of mankind. It is 
mankind that must be saved, made to live and enabled to advance. 

“We, who live between the Atlantic and the Urals; we, who are Europe, pos- 
sessing with Europe’s daughter America, the principal sources and resources of 
civilization; we, who have the means to feed, clothe, and house ourselves and 
to keep warm; we, who have mines and factories going full blast, well-tilled soil, 
railways where run numerous trains, roads choked with cars, ports filled with 
ships, airports full of aircraft ; we, all of whose children learn to read, who build 
many universities and laboratories, who form armies of engineers and techni- 
cians, who can see, hear, read what is of a nature to satisfy the mind; we, who 
have enough doctors, hospitals, medicines to ease suffering, to care for the sick, 
to insure the life of most newborn infants—why do we not erect, all together, the 
fraternal organization which will lend its hand to the others? Why do we not 
pool a percentage of our raw materials, our manufactured goods, our food prod- 
ucts, some of our scientists, technologists, economists, some of our trucks, ships, 
aircraft in order to vanquish misery, develop the resources, and help in the work 
of less-developed peoples? Let us do this—not that they should be the pawns of 
our policies, but to improve the chances of life and peace. How much more 
worthwhile that would be than the territorial demands, ideological claims, im- 
perialist ambitions which are leading the world to its death. 

“Tt seems to me that this should be a primary subject for the agenda of pos- 
sible East-West conferences. In case of agreement in principle, it would evi- 
dently be necessary to draw up a common plan of organization and implemen- 
tation. 

“If we should hold a summit conference this year, I would be ready to speak 
of it with my friends, Mr. Eisenhower and Mr. Macmillan, and I hope that Mr. 
Khrushchev, whom I met some time ago in Moscow in the entourage of Stalin 
and who has come a long way since then, will be willing to take an interest 
in it.” 


ECONOMIC AND MILITARY AID SHOULD BE SEPARATED 


In all too many cases, foreign military aid accentuates international ten- 
sions, diverts funds desperately needed for economic development, an often 
undercuts American efforts to increase freedom throughout the world by rein- 
forcing dictators and encouraging and buttressing military factions in many 
newly formed, fragile democracies. Military aid should be as completely 
divorced as possible from economic aid and technical assistance in legislation 
and administration. We urge this committee to undertake studies looking 
toward the discontinuation of the military aid program. 
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DEVELOPMENT LOAN FUND 


The Development Loan Fund, for which the President has requested $700 
million represents one of the most constructive programs of American for- 
eign economic policy and is beginning to fill some of the needs of the under- 
developed countries which heretofore were not being met by either private 
capital or by agencies like the World Bank. 

However, we agree with Senator Fulbright, that the Fund needs to be 
larger, and should be on a longer term basis than 1 year. Development proj- 
ects require an average of 3 to 4 years to complete, and the basic authorization 
for the program should be for a long enough period to permit it to operate with 
maximum effectiveness and assurance of continuity. We therefore support 
the Fulbright amendment for an authorization for at least a 5-year period. 

The size of the authorization should also, in our judgment, be greatly in- 
creased, and we support the Fulbright proposal that it be $1.5 billion. It seems 
to us that this would come much closer to meeting the reasonable needs of the 
underdeveloped countries than the $700 million presently proposed. We under. 
stand that at the present time proposals of almost $1.5 billion have been 
screened and are under consideration by the Fund. 

While it is very difficult to know precisely how much capital is needed and 
ean be effectively absorbed by the underdeveloped countries, many economists 
at the United Nations and elsewhere have indicated that between $3 and $5 
billion a year in outside resources will be needed by the underdeveloped coun- 
tries if they are to achieve a significant increase in their present levels of 
economic productivity. Because most of these countries are still economically 
weak, they cannot normally borrow sufficient funds on the orthodox commercial 
terms associated with private investment or with the World Bank. This is why 
the Development Loan Fund is so important. It has much more flexible criteria 
of operation, and can lend money at lower rates of interest and for longer 
terms than are possible with regular commercial banking. 

The Development Loan Fund also needs an adequate authorization and appro- 
priation so that India, a country committed to democratic methods and procedures, 
ean be given sufficient assistance to enable it to meet the goals set in its second 
5-year plan. In this connection we also wish to express our support for Senate 
Concurrent Resolution 11 introduced by Senators John F. Kennedy and John 
Sherman Cooper, urging a mission to India by the United States and other 
friendly and democratic nations to assure the fulfillment of India’s second 5-year 
plan. 

AID MUST BE EXTENDED IN ADEQUATE AMOUNTS 


The case for a larger frontal attack on the needs of the underdeveloped 
countries was eloquently stated by Paul Hoffman in an address in Washington 
before the Society for International Development on February 27, 1959. Mr. 
Hoffman declared : 

“Unless we are willing to make an adequate investment in a development pro- 
gram we had better crawl back into our shell. A small investment may be 
worse than none, if it merely stimulates consumption and population growth in 
the countries without a more-than-matching increase of productive capacity. 
We musn’t be pennywise and pound foolish. We have to invest enough to get 
over the hump if growth is to reach the level at which it becomes self-sustaining. 
If we do invest enough to enable these countries to reach this point their need 
for our aid will cease. Whereas, if aid is now given only in an inadequate 
dribble, there is no end to the period for which it will be needed. One of the 
reasons the Marshall program was a success in Europe is because the funds 
provided were adequate to the task.” 

In a more recent address before the International Chamber of Commerce, 
April 20, 1959, Mr. Hoffman indicated that the underdeveloped countries could 
effectively use $30 billion for capital formation in the next decade—that is an 
average of $3 billion a year—over and above what they are now getting. In 
addition to this, he estimated they would need over the same 10-year period $5 
billion of technical assistance and services—an average of $500 million a year. 
He went on to explain that if the $5 billion in technical assistance were avail- 
able in the next 10 years to help the underdeveloped countries accurately identify 
and mobilize their potential economic and human resources, a sound basis would 
be laid for the investment of the $30 billion of additional capital. 
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We also support the bill by Senator Kennedy and Senator Aiken (S. 1697) 
to amend the Battle Act of 1951 to give the President discretion to provide 
economic assistance to Eastern European nations. 


GREATER USE OF U.N. CHANNELS FOR ECONOMIC DEVELOPMENT FUND 


Before leaving the subject of economic development, I would like to add the 
hope that the Congress will look with increasing favor on the use of United 
Nations and other multilateral machinery for administering development pro- 
grams in Asia, Africa, and Latin America. The proposal which originated with 
Senator Mike Monroney a year ago for an International Development Associa- 
tion affiliated with the World Bank merits strong support, and I am glad to see 
that the administration seems to be making some headway with other govern- 
ments in securing agreement on the creation of Such an agency. If a multi- 
lateral agency like this is subsequently created, I would hope that Congress 
would approve adequate appropriations and perhaps channel through that 
agency at least part of the money appropriated for the Development Loan Fund. 
Senator Humphrey’s proposal to allow up to one-fourth of the DLIF funds to be 
provided through international organizations engaged in assisting economic 
development would give increased flexibility to the U.S. economic aid program. 

Multilateral or United Nations programs for economic development and tech- 
nical assistance have several distinct advantages over a bilateral program: 

(1) They can utilize skilled, experienced personnel from all over the world 
and encourage other nations to join in a cooperative effort. In 1957, for example, 
U.N. technical assistance experts came from 67 countries and territories. This 
lessens the demand on U.S. manpower, and sometimes lessens the cost of expert 
services. 

(2) United Nations programs are less likely than bilateral programs to be 
suspected of being used to control or dominate the internal or external policies 
of the recipient nations. Many of the underdeveloped countries prefer to request 
aid from an international organization to which they belong and contribute, 
rather than from a particular foreign government. 

(3) In the operation of a bilateral program, there is often the tendency of 
governments to engage in competitive bidding for the opportunity to extend 
economic aid to certain countries, thereby boosting the actual amount of aid 
offered those countries well above what they may need or can absorb. Or we 
sometimes find that we cannot grant needed economic aid to country A without 
offending country B and therefore we are tempted to extend aid to country B 
without considering its actual needs as much as may be desirable. These com- 
petitive aspects of foreign economic aid are not so likely to be present in multi- 
lateral programs like those of the World Bank or the United Nations where 
criteria of economic need can be adhered to much more consistently. 

In order to give expression to these principles, we believe it would be helpful 
to add a paragraph to the section dealing with “Statement of Policy” which 
would express the sense of Congress that the economic and technical assistance 
shall be provided increasingly through cooperative international programs car- 
ried on by the United Nations, its related organizations, and regional development 
agencies. 

THE U.S. TECHNICAL COOPERATION PROGRAM 


We support the full authorization of $179,500,000 recommended by the Presi- 
dent for the U.S. technical cooperation program. We are glad to see the increases 
recommended for this important program, notably in Africa and Latin America 
which have received all too little attention in previous aid programs. 


THE UNITED NATIONS TECHNICAL ASSISTANCE PROGRAM AND THE UNITED NATIONS 
SPECIAL FUND 


We are pleased to see that the President has recommended an increase from 
$20 million to $30 million in the authorization for the United Nations expanded 
program of technical assistance and the special fund. The special fund is 
getting underway this spring, and, under the direction of Paul Hoffman, will 
be able to undertake special surveys and projects designed to pave the way for 
capital investment programs in the underdeveloped countries. It is possible that 
such surveys by the United Nations special fund might be subsequently utilized 
by the United States in determining suitable projects for the Development Loan 
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Fund. This would enable us to make greater use of United Nations findings in 
planning our bilateral programs of economic assistance. 


INCLUSION OF ASSESSED LOCAL COSTS WHEN COMPUTING U.S. CONTRIBUTION 


Last year the House Foreign Affairs Committee approved the inclusion of 
assessed and audited local costs when computing the U.S. 40 percent contribu- 
tion to the U.N. technical assistance program. The Senate at that time took a 
different view from the House and the question remains unresolved. An amend. 
ment to include such local costs has been introduced by Senator Humphrey. 

We urge this committee to include in the base of the 40 percent matching 
formula at least that part of the local costs contributed by recipient nations 
which is actually assessed and audited by the U.N. These assessed local costs 
during the past year or two have been in the neighborhood of $3 million. They 
are collected by the U.N. controller, placed in the special account for the ex- 
panded technical assistance program, allocated to the participating organizations 
and disbursed by them to meet program expenses. Expenditures are audited 
by the external auditors. Although the voluntary contributions and the assessed 
local cost contributions are treated in the same way by the U.N., the United 
States computes its 40 percent contribution only on the voluntary contributions, 
The State Department has indicated its support for recognizing these local costs, 
Such a course would take account of the similar nature of the voluntary and 
assessed contributions end would give greater recognition to the efforts of other 
countries which support the program. If the special fund should develop ar- 
rangements which are essentially the same, assessed contributions to that fund 
ought to be treated similarly. 

We believe there is a need for a full scale review of the proper amounts 
which the United States contributes to international organizations on a long- 
range basis, with a view to recognizing more adequately than has yet been done 
the tremendous needs of the world, our own Nation’s great ability to pay, and 
other relevant factors. We hope this committee might undertake such a study. 


SUPPORT FOR U.N. TECHNICAL ASSISTANCE AND THE SPECIAL FUND SHOULD BE 
INCREASED 


The United States played a large role in supporting the U.N. expanded 
technical assistance program during its formative years, and still contributes 
40 percent of the total program. Unfortunately, this year for the first time 
it is estimated the program will decrease in size due to the drop from 45 per- 
cent in 1958 to 40 percent in 1959 in the U.S. percentage contribution. 

In relation to national income, the United States stands only 17th among 
contributing nations in supporting the U.N. expanded technical assistance pro- 
gram in 1959. The five leading countries are Denmark, Netherlands, Norway, 
Sweden ,and Canada. Among the nations which are also ahead of the United 
States in relation to national income are Venezuela, United Kingdom, Argen- 
tina, France, Pakistan and the United Arab Republic. 

When U.S. contributions to the expanded program are compared with the 
assessment ratios for the regular U.N. budget, the United States ranks 20th 
among contributing governments. 


INTERNATIONAL REFUGEE PROGRAMS 


We would like to suggest more generous authorizations for the major refugee 
programs covered by the present mutual security bill. While our authoriza- 
tions and appropriations for these programs in the past have been on the whole 
generous, they have not fully measured up to the magnitude of need. 

The United Nations High Commissioner for Refugees, for example is making 
special efforts to close the refugee camps in Europe by the end of 1960, He 
is also endeavoring with the help of the Intergovernmental Committee on Eu- 
ropean Migration to transport and resettle the remaining 9,000 European (White 
Russian) refugees in Hong Kong and mainland China by the end of 1961. 

The administration has recommended only $1.1 million for the High Commis- 
sioner’s program in fiscal 1960, as compared to the $1.2 million appropiated for 
fiscal 1959. Not only are we disappointed at this proposed reduction, but we 
feel that even the $1.2 million appropriation for 1959 has not given the High 
Commissioner the full financial backing which he needs. 





u- 


1d 


ns 


ts, 
nd 
er 
ir- 
nd 


its 
\Z- 


id 
y. 


BE 


MUTUAL SECURITY ACT OF 1959 1077 


Last November, for example, he appealed to the General Assembly for a $6 
million budget for 1959, $5 million of which was to come from government con- 
tributions and $1 million from private sources. Although the United States 
pledged up to $1.2 million, subject to the condition that our actual contribution 
not exceed 3314 percent of the total, it seems very unlikely that the $5 million 
target for government contributions will be reached this year. If the United 
States, however, had pledged as much as a full third of the 85 million target 
(i.e., $1.67 million), it would undoubtedly have stimulated other governments to 
do better and would have given the High Commissioner a stronger basis for 
appealing to other governments for greater support. 

I believe that it would be more likely that the High Commissioner’s program 
would receive the $5 million it needs in 1959 if the United States had pledged 
$1.67 million rather than only $1.2 million. I hope therefore that for 1960 this 
authorization will not be decreased to $1.1 million but increased to approximately 
$1.67 million. 

UNRWA 


Applying similar principles to the authorization for the United Nations Relief 
and Works Agency for Palestine Refugees (UNRWA), we would suggest an 
authorization of approximately $29,750,000, instead of $25 million. UNRWA 
needs to raise a budget of $36 million for 1959, and if the United States is to 
contribute 70 percent of the total as it has in the past, this would require some 
$25,200,000. If 15 percent of the total U.S. contribution is reserved for re- 
settlement and repatriation of the refugees as at present, the only way whereby 
the full $25,200,000 could be made available by the United States UNRWA’s 
main budget would be for a total in the neighborhood of $29,750,000 to be au- 
thorized and appropirated by Congress. 


WORLD REFUGEE YEAR 


Plans are now underway, as you know, for a World Refugee Year, authorized 
by the U.N. General Assembly last year to begin in June 1959. The purpose of 
this is to focus the attention of governments and private organizations on various 
specific refugee needs which, with special effort, can be met and completed in 
the space of a year’s time. We earnestly hope that the Congress and the 
administration will give favorable consideration in due course to special ways 
in which the United States can make appropriate special efforts to carry out 
the purposes of the World Refugee Year. 


ZELLERBACH COMMISSION REPORT 


In considering refugee needs for the coming years, we hope this committee will 
give favorable consideration to the recommendations of the Zellerbach Com- 
mission for a $6 million program per year over the next 2 years, broken down 
roughly as follows: 

Additional contribution to Intergovernmental Committee for European 
Migration to cover cost of increased volume of movement, $1 million. 

Additional appropriations for U.S. escapee program for integration projects 
in Europe, $1 million. 

Grants to American voluntary agencies to finance economie rehabilitation 
of 1,500 handicapped refugees, $1,500,000. 

Additional contribution to United Nations High Commissioner for Refugees 
to make possible integration programs for out-of-camp refugees on the same 
scale as those now planned for in-camp refugees, $2 million. 

Additional contribution to ICEM for movement of European refugees from 
mainland China, $300,000. 

The U.S. Committee for Refugees has recommended that the United States 
increase its appropriations for refugee relief $10 million above the present ad- 
ministration proposals. It also urges $20 million more in private gifts. 


UNICEF 


We strongly support the U.N. Children’s Fund and are happy to join with 
numerous other organizations in testimony to be presented by Mrs. Virginia 
Gray. We hope that the efforts to reduce U.S. support from 50 to 48 percent of 
the program will not result in a lessening of the total effort to aid the world’s 
children. 
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OTHER PROVISIONS 


We hope the committee will approve the full $2,300,000 requested to pay ocean 
freight charges on oversea shipments of relief goods by registered nonprofit 
relief agencies. 

We are happy to note that the pending mutual security bill now contains a 
new section encouraging and supporting international cooperation in health and 
U.S. membership in the Colombo Plan Council for Technical Cooperation. We 
hope that in each case Congress will authorize and appropriate sufficient funds 
for these purposes. We are also glad that greater emphasis is put on the pro- 
gram of malaria eradication, and on plans for the development of more adequate 
water supply in underdeveloped areas. 

In summary, we urge a much larger, long-range nonmilitary economic assist- 
ance program to help those in the underdeveloped world help themselves to a 
better life. We urge that such a program be undertaken in a spirit of sacrificial 
sharing, being grateful for the rich blessings with which we in our Nation have 
been endowed. An approach of this kind would, we believe, be in the true long- 
range interest of the United States and would command the admiration and 
respect of not only our own citizens but the rest of the world. 

Mr. Snyper. I would first like to point out that the Friends Com- 
mittee on National Legislation seeks to represent many of the view- 
points of Friends, but does not pretend to speak for all Friends, since 
the democratic organization of the Society of Friends does not lend it- 


self to official spokesmen. 
SUPPORT OF ECONOMIC ASSISTANCE 


Our statement is submitted in support of an expanded economic 
aid and technical assistance program, especially through the United 
Nations. We support the various United Nations programs in the 
mutual security program, such as the Children’s Fund, the various 
refugee programs, the world health program; also the programs 
for pure water supplies, malaria eradication, ocean freight on relief 
supplies for the voluntary agencies, and so on. 

In our statement we make reference to the amendments offered by 
Senator Fulbright and Senator Humphrey, expressing support for the 
large increase in the Development Loan Fund of $1.5 billion for 5 
years, and the decreasing emphasis in military aid both Senator Ful- 

right and Senator Humphrey have proposed. 

We also support Senator Humphrey’s amendments which would 
strengthen the United Nations programs and aid in world health. 

It is very difficult in a congressional committee room to try to recall 
to our mind the real need which there is in the world. We can try 
to use some statistics to point it up. 

Senator Green. I think most of the people in this room will not find 
it so difficult, because they have tried to do so outside this room. 

Mr. Snyper. That may very well be true. But it is hard to im- 
agine, Senator, what an annual income of $100 a year means to many 
people in underdeveloped countries. 

Senator Green. It is not so hard for me to think of those countries. 


LIFE EXPECTANCY AND ILLITERACY IN UNDERDEVELOPED COUNTRIES 


Mr. Snyper. Some of us have not had the privilege of visiting them 
personally. Men my age, in their early 30’s, have reached their 
life expectancy in some of these countries. The life expectancy in 
the United States is about twice what it is in great areas of the under- 
developed countries. 
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Senator Green. We will not go into a discussion whether it is de- 
sirable or undesirable. 

Mr. Snyper. In your case, Senator, I believe it is desirable. 

The illiteracy in many of these countries is over 90 percent, and in 
some of them over 95 percent. 

Senator Green. There is also a question of whether it is desirable 
or undesirable to be able to read. 

Mr. Snyper. Well, I would certainly make the argument, Senator, 
that to be freed from the superstition and lack of information by the 
ability to read is a very great privilege which I suppose is really 
difficult for all of us who have had this all of our lives to really 
appreciate. 

By fortunate accident of birth we are here, and they are there. 
We have this great wealth in our country, per capita income of well 
over $2,000 a year, and we do have a responsibility, we feel, a definite 
responsibility to aid those less fortunate than we. 

Senator Morse has raised some very searching questions about the 
standard of living in this country. I am no economist. I note on the 
witness list there is an economist to be the next witness. 


AID NEED NOT LOWER U.S. LIVING STANDARDS 


I understand that the absorptive capacity of these nations is or 
ought to be the main criterion, and the absorptive capacity is probably 
not sufficient to cause a decrease in our standard of living, taking into 
account, as I understand it, the annual increase in our gross national 
of about $10 billion a year. So that I do not think we have to face the 
question whether we reduce our standard of living or even take it from 
other parts of the Federal budget. 

Senator Green. Are you applying this to the legislation we have 
under discussion ? 

Mr. Snyper. Yes, I am applying it to the questions which Senator 
Morse raised, and in support of an increased economic aid program 
through the Development Loan Fund and through the United Na- 
tions. 

Very quickly, I would like to make these points: 


MOTIVATION FOR AID PROGRAM 


One of them, the question of motivation for the economic aid 
program, it seems to us, is at least as important as the number of 
dollars which are appropriated. Walter Lippmann has made this 
point very well in an editorial which is quoted in the testimony. 

We would hope that the whole problem of world economic develop- 
ment could be taken out of the cold war competition between the West 
and the East, and made into a cooperative international endeavor. 

This does not seem quite as visionary as it might have perhaps a year 
ago, because President Charles de Gaulle proposed such a thing. 

Senator GreEN. Do you think the proposed legislation which we 
are discussing favors, opposes, or has no effect upon efforts to promote 
cooperative endeavors ? 

Mr. Snyper. Predominantly, I think the proposed legislation treats 
economic aid and technical assistance in the cold war context. Insofar 
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as sums are given through the United Nations and other international 
organizations, I think that is not so. 

Weare pleading for more funds to be channeled through the United 
Nations and through other international organizations, through re- 
gional associations, so that our efforts can be expanded. 

General Charles de Gaulle made this suggestion in a news confer- 
ence on March 25 m Paris. He suggested, i in fact, he would be glad 
to take this up at a summit conference with Mr. Khrushchev and the 
leaders of the Western countries, and I note that there has been a 
story in the Washington Post of May 9, 1959, by Edmund Taylor, 
which suggests ‘ ‘Russians Receptive to World Aid Plan.” 

I think we sought to keep this in mind in the future. If we could 
begin to solve world economic considerations on the basis of the 
economic problems, and not who is ahead in the cold war, we could 
get on much faster with the program of world economic development. 


SUPPORT OF U.N. ASSISTANCE PROGRAMS 


We suggest, secondly, that there ought to be more aid through the 
United Nations. There are several advantages to United Nations pro- 
grams, Senator Green, as we see them. You can use the skilled per- 
sonnel of many nations. 

In 1957, 67 countries had experts working at the U.N. technical 
assistance program. 

Secondly, economic assistance is less suspect under a multilateral 
program than it appears to be under a bilateral program. And I un- 
derstand that some of the new countries in Africa are very hesitant 
to accept any aid from the West or from the East because of the 
commitments which they feel that would place upon them. 

If there were United Nations programs that were really adequate to 
meet their needs, this would be a great advantage. 

An international program of this nature is more economical in 
the sense that decisions can be based on economic factors primarily, 
rather than on political factors and competition between West and 
Fast. 

On the very important question of strings—it may very well be, and 
many people feel, that recommendations for ch: inges in the adminis- 
tration, in the social and political policies of a rec ipient country, might 
be better received from the United Nations than from a country like 
the United States. 

In this particular bill there are three suggestions, three proposals 
which we would urge: 

One, along this line, is that the 

Senator Green. I am just reminded that your 10 minutes are up. 
But take another minute. 

Mr. Snyper. Well, if I may, let me just enumerate them: 

One, the United Nations technical assistance program we feel 
ought to have the assessed and audited local costs included when the 
United States computes its 40 percent contribution. This is a rather 
technical matter, but it will mean a considerable amount to the small 
U.N. technical assistance program, and we feel it is justified because 
we then recognize some of the contributions which these other coun- 
tries are making. 
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SUPPORT OF DEVELOPMENT LOAN FUND 


Secondly, Senator Humphrey has proposed that up to 25 percent 
of the fund in the Dev elopment Loan Fund might be transferred 
through international agencies, and we think this “might give a good 
deal more flexibility in U.S. foreign policy. 

Third, we would hope there might be some kind of a statement in 
the statement of policy of the mutual security program which would 
place the United States on record as intending to move more and 
more through international channels in its economic aid program. 

This is the kind of approach which former President Truman sug- 
gested in his recent speech here in Washington. 


SUPPORT FOR INCREASE IN REFUGEE PROGRAMS 


Fourth, the whole question of refugees. This is the World Refugee 
Year beginning July 1, proclaimed by the United Nations. Yet in 
this particular bill which embodies most of the refugee programs 
which the United States supports, the State Department is recom- 
mending less money this year than it did last year, and we feel that 
there could be a substantial increase in the refugee programs to meet 
the needs 

Senator Green. What was the basis for the recommended decrease? 

Mr. Snyper. You mean the basis for the decrease in the present 
year. 

Senator GREEN. Yes. 

Mr. Snyper. Mr. McCollum in his testimony for the State Depart- 
ment details the reasons why they feel it should be decreased. We feel 
it would be appropriate to include increases in this bill. The 
Zellerbach Commission, an independent citizens group, and the U.S. 
Committee for Refugees, have both suggested that there ought to be 
a very substantial increase. 

Senator Green. That information is all available for us. 

Mr. Snyper. That is available in Elton Atwater’s statement, 
with the suggestion for specific increases for the High Commissioner’s 
Office and for the Palestine refugee program. 

Senator Green. Well, I am much obliged to you for appearing 
here and giving us this succinct statement, and I am sorry your time 
allotment cannot be prolonged. 

Mr. Snyper. We appreciate very much the opportunity to appear, 
Senator. 

Senator Green. You are very welcome. 

There are two gentlemen still to be heard from. I wonder whether 
either or both of them would be willing to make a very brief summary, 
and leave a written statement, if they have them available. If not, I 
am afraid the remaining witnesses will have to wait until tomorrow. 

Mr. Seidman, could you come tomorrow morning ? 

Mr. Semman. Would I be the first witness tomorrow morning? 

Senator Green. Who is the other gentleman ? 

Mr. Mayer. I would not be able to come tomorrow. I have come 
to town for this purpose today. But I would just leave my statement 
with you and put it in the record. It is a rather short statement. 

Senator Green. As you would like, either come back tomorrow 
morning or put your statement in the record now. 
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Mr. Mayer. I had better put it in the record now. 
Senator GREEN. Very well. 
(Mr. Mayer’s prepared statement follows :) 


TESTIMONY OF ALBERT MAYER 


My name is Albert Mayer. I have come down here at my own expense and 
representing no organization. Generally, public or official organizations are 
heard at such hearings. It seemed to me that a private professional man with 
considerable experience in underdeveloped countries might be of value. 

I am senior partner in Mayer, Whittlesey & Glass, Architects, Engineers, Town 
and Rural Planners. We have done work over the last 13 years or so in India, 
Philippines, Israel, Morocco, Ghana. The work has been for foreign govern- 
ments, private business both foreign and American, for the U.N., and with both 
the Rockefeller and Ford Foundations. 


SUPPORT OF DEVELOPMENT LOAN FUND 


I would like to speak about the importance and urgency of the Development 
Loan Fund. This is absolutely indispensable because it provides for types of 
development that are not bankable, but that must be undertaken if the devel- 
opment is to be systematic and consistent and not with enormous gaps and 
holes in essential aspects. Private enterprise cannot yet be counted on to step 
in, in anything like an adequate way. 

First, because a lot of infrastructure must be made ready so that these enter- 
prises can operate efficiently. A lot of work on roads, railroads, large-scale 
water supply, housing, etc., etc., must be available if a new steel plant is to 
operate efficiently. These underlying operations private enterprise cannot afford 
to undertake on an adequate scale. 

Second, no matter how hard we push things, it will be a number of years 
before American or other foreign enterprise will be getting underway on any- 
thing like a really adequate scale in those numerous new underdeveloped coun- 
tries in which it is now operating only very minimally. Reasons: the one just 
given; the fact that it takes time to develop that infrastructure adequately; 
and because just to change the climate and to change gears from the present 
very low level to the necessary massive, adequate scale of operations by private 
enterprise, will take not less than 10 years, and probably a good deal more. 


NECESSITY FOR LONG-TERM DLF 


I strongly urge that the vote for the Development Loan Fund be to authorize 
it for a period of 5 years. No development work, whether public or private, 
“an possibly operate efficiently and economically on a year-to-year basis, and it 
is only the most minor development project that does not take far longer than 
a year. Three years is a virtual minimum ,and some take longer. No private 
industry could operate on.the basis of year-to-year capital allotments. It is 
indeed wasteful, painful, and frustrating to work in a project and to watch 
the effects on personnel, at highest levels to the lowest workers, of this year- 
to-year system. I have seen it myself in numerous places. That imaginative 
dash, that enthusiastic devotion which are really needed if the new democracies 
are to make and sustain the needed surge forward, these fail to develop under 
the stop-go system. We must not only give material help but fire people’s 
imaginations, fire the imagination of a whole people. That is what gets things 
in motion, sets up a momentum. 

Also, the year-to-year debate in this country, with its free-for-all, that in- 
evitably precedes a vote on such matters, with its sometimes fearsome abuse 
by individuals of the countries we are later going to help, this is a drastic morale 
destroyer. The help which finally comes and often comes generously, is greatly 
appreciated, but one might say, in a sense, it is almost an anticlimax to the 
tension and sense of humiliation that often precedes the finally generous grant 
or loan. I have been on the ground and observed this, experienced what seemed 
to me this unncessary dilution of what should be an event of unadulterated 
importance and excellence. I would be the last person to advocate anything 
but full democratic discussion. But there are certainly these drawbacks to it, 
and I see no reason why the vote for the Development Loan Fund could not 
then authorize it for a period of at least 3 years. I would prefer to see 5 years, 
during which time there would not be these concentrated unbridled free-for-alls 
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in our country. We must certainly have these, but please don’t let us have 
them annually or even biennially. 

I would add these points: We must have the Development Loan Fund to plug 
one large gap in the massive development need of the world. But the proposed 
International Development Association fills another gap, and not quite the 
same gap. Let us by all means do our level-best for both. 


LONG-TERM TENURE WOULD ATTRACT MORE COMPETENT PERSONNEL 


Finally, again as to our own Development Loan Fund, I believe there are 
other advantages in making it a longer-term enterprise rather than an annual 
one. We need better personnel than, by and large, we are getting, for foreign 
work. I think better personnel could be found. One could write a fair-sized 
pook on this subject. But one reason for this situation is uncertainty of tenure, 
reluctance to arrange leave going beyond a year or two. A long-term commit- 
ment which would be possible in the kind of levelopment Loan Fund I have 
tried to visualize, would make it possible to attract the kind of men we must 
have, and would make possible a stay by such men of a duration much more 
fruitful than the present customary year or two. From this we must deduct the 
initial orientation or getting-adequately-acquainted period, and then the wind-up 
period at the end. Thus the actual fruitful period is very short indeed, exces- 
sively short ; the waste may be up to 50 percent. 

This Development Loan Fund idea is both thoroughly imaginative and 
thoroughly practical and urgently necessary. Adequately implemented in 
time and in amount, it can, as it must, lift both the sights, the tempo, the actual 
material accomplishments, in the underdeveloped countries, and above all lift 
their own consciousness of and confidence in their accomplishments and in 
their ability to accomplish. This added dimension of confidence, of enthusiasm, 
of momentum, is what is needed to give real inner life, substance and conviction 
to the democracies in underdeveloped countries. Help that is ladled out in small 
doses, that is drastically argued over each time at excessively short intervals, 
simply won’t do this job. 

Senator Green. Would you prefer to come tomorrow morning, Mr. 
Seidman ? 

Mr. SempMAn. Yes, sir. 

Senator Green. I am very sorry, but the delay cannot be helped. 
Someone had to be last, and there was not time enough for all the wit- 
nesses. You understand, I am sure. 

Mr. Seripman. Certainly. 

Senator Green. I have several statements which have been sub- 
mitted for inclusion in the record. One statement is from the United 
World Federalists; another from the National Council of Jewish 
Women; and finally, a statement from the National Congress of 
Parents and Teachers. 

(The statements referred to follow :) 


STATEMENT ON THE MuTvuAL Security BILL py REV. DoNALD HARRINGTON, 
PRESIDENT, UNITED WORLD FEDERALISTS 


United World Federalists believes that appropriations for foreign aid programs 
are likely to be totally inadequate to the needs until universal disarmament, 
secured by enforceable world law, is achieved, thus releasing large sums of 
money which are now needed for defense. Even so, when one considers the 
leading position of the United States in world affairs and compares this with 
what we spend annually on nonmilitary foreign aid, one is appalled at how 
small the foreign aid is. 

United World Federalists supports a much larger long-term foreign aid pro- 
gram for the following reasons: 

(1) It is in the humane American tradition to share some of our material 
wealth with those whose economic needs are great. 

(2) A vigorous program in this field is needed to strengthen the West and 
increase its unity and economic health in the cold war struggle. 

(3) As the less developed areas become economically strong, they will become 
valuable markets for American products. 








1084 


MUTUAL SECURITY ACT OF 1959 


SUPPORT OF FULBRIGHT AMENDMENTS 


Any one of the above reasons would justify a much larger aid program than 
we are undertaking at the present time. With these reasons in mind, United 
World Federalists gives its full backing to the Fulbright amendments both in 
their philosophy and their substance. 

If democratic governments are to be secure in such less developed areas of the 
world as Asia, Africa, and South and Central America, economic advances of 
substantial proportions must be made in the near future. If no such progress ig 
soon visible, desperate expedients such as those now taking place in Egypt, 
Iraq, and China may become the order of the day. To make such progress, 
considerable investments in roads, schools, public health, and water supplies 
are needed, as well as private capital investments in public utilities and manu- 
facturing enterprises. 

For this reason we urge an increase in the funds available to the Develop- 
ment Loan Fund as proposed in the Fulbright amendment. This Fund is the 
chief agency of the free world which can provide so-called soft loans on terms 
which meet the urgent need in just those areas where the need is greatest. It 
would seem that in view of the known needs, of the many plans for capital 
investments, and of the past record of the Fund that it should promptly be 
given increased resources. To do less is to toy needlessly and carelessly with 
an increasingly dangerous situation, fraught with the greatest danger for the 
survival of free institutions. 


SOVIET ECONOMIC OFFENSIVE 


We would also call attention to the large funds and numbers of technicians 
being supplied to the less developed nations by the Soviets. This type of opera- 
tion holds grave danger for the nations receiving the aid. It can be forestalled 
only by our offering aid more adequate to the need than that offered by the 
Soviets. However, to prevent an undignified contest for favors of the strate- 
gically located nations, to maximize the effectiveness of the aid in the recipient 
country, and to minimize the financial drain on our own country, we recommend 
that U.S. economic aid be channeled through United Nations agencies in much 
larger proportions than at present, with a challenge to the Soviets to do like- 
wise. If the Communist response is negative, it can do much to make clear that 
their aid is self-seeking and dangerous to the recipients. If the response is 
affirmative, much can be done to strenghen the economies and independence of 
the less developed nations with such Soviet aid channeled through the United 
Nations. In either case, U.S. aid will be better enabled to achieve its objectives, 
which are to help rather than to undermine, to insure freedom rather than to 
enslave. 

Finally, in order to help the American people understand what we are doing 
abroad, the military aid and economic aid programs should be separated and 
each should be clearly marked for what it is. 


STATEMENT BY Mrs. SAMUEL BROWN, OF THE NATIONAL CoUNCIL OF JEWISH 
WOMEN, IN SUPPORT OF THE MUTUAL SEcuRITY BILL 


I am Mrs. Samuel Brown, member of the National Board and chairman of the 
National Committee on Public Affairs of the National Council of Jewish 
Women. I appreciate the opportunity of appearing before your committee in 
support of the foreign economic aid program. We council members work to- 
gether in our organizations with the hope of benefiting our local communities 
and our Nation. 

SUPPORT OF ECONOMIC ASSISTANCE 


One of the major interests of the National Council of Jewish Women, which 
was established in 1893, and now has 110,000 members in 240 communities 
throughout the country, is to promote effective international cooperation. For 
many years now, since the creation of the Marshall plan, and even as far back 
as the lend-lease program, council members have supported foreign aid as in 
the best interests of the Nation. But we have felt the need, like members of 
this committee, to reexamine the foreign aid program and determine whether 
it does indeed serve the national interest. We are not in the position, of course, 
to make the intensive study made by this committee. What we have attempted 
to do is to think through, once more, the factors involved in the U.S. foreign 
economic program, which is the aspect of the mutual security bill with which we 
are most concerned, and to determine for ourselves the validity of our organi- 
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yvation’s support of this program in terms of the best interests of the Nation. At 
the request of our members, materials have been prepared to keep them in- 
formed and current in their understanding of the economic aid program. At 
our recent convention the delegates voted to continue to “urge the U.S. Govern- 
ment to expand its program of technical and economic assistance to the under- 
developed countries so that they may achieve the economic and social standards 
that are necessary to human dignity.” 

The support of our members is not merely confined to statements and resolu- 
tions. The National Council of Jewish Women, as a voluntary organization, has 
spent about $3% million on its overseas program of assistance to about 15 
countries since the program was established in the fall of 1945. The program 
has emphasized scholarships for graduate training of personnel in the fields of 
social work, special education, teacher education, graduate nursing, psychology, 
and rehabilitation services. Under this program we brought to the United 
States some 150 men and women for study at our universities so that they may 
acquire skills in these fields and then use the knowledge for the benefit of their 
own people when they return to their own countries. Our overseas program 
of assistance also includes the support of the School of Education of Hebrew 
University in Jerusalem by an annual grant of $48,000 per year. In addition, 
our members have sent educational play materials to children in some 15 
countries. 

This is the way we feel we can make our small contribution to economic de- 
velopment with the limited resources available to us. I am citing our activities 
here merely to illustrate how strongly our members believe in the validity and 
importance of aid to other countries, strongly enough to be willing to contribute 
their own funds and efforts. 

Our views are supported by many official studies, and only recently the interim 
report of the President’s Committee To Study the U.S. Military Assistance 
Program stated: 

“The fostering of economic growth throughout the free world presents a real 
challenge to the American people. Here is a positive goal which is consistent 
with our long-term economic interests and at the same time provides an oppor- 
tunity to further the free political development of other nations.” 

There are some, however, who either misunderstand or don’t wish to under- 
stand the objectives of our foreign economic program and predict dire conse- 
quences for this Nation if the program is continued. But most competent 
observers have come to recognize the mutual security program as a powerful 
instrument of national policy. 

We reviewed the mutual security bill now before you and we are of the 
opinion that the funds requested for the ongoing programs of technical assist- 
ance and development are very modest in relation to the pressing needs in the 
less developed areas. The same interim report quoted earlier points out that: 

“The precarious situation throughout the less developed countries leads us 
to conclude that the total fiscal year 1960 budget for economic assistance is the 
minimum required.” 

SUPPORT OF DEVELOPMENT LOAN FUND 


We are particularly concerned about the inadequacy of the funds requested 
for the Development Loan Fund because it is one of the important tools in 
helping countries help themselves. Indeed, it is becoming a major factor in the 
economic development field. Its effectiveness is amply demonstrated by the 
tremendous number of applications it has received and is receiving almost 
daily. As against the provision in the pending bill for a $700 million author- 
ization there is already now a backlog of loan applications for $1,547 million. 

We believe, therefore, that the authorization for the Development Loan Fund 
should be increased to $114 billion a year over a period of 5 years. Effective 
economic development requires advance and long-range planning, and if those 
who request our assistance cannot know, from year to year, the extent of it or 
whether it will come at all, it makes it very difficult for them to move ahead. 
In a recent speech here in Washington, former President Harry S. Truman 
said: 

“It is well know that 1-year authorizations for development programs are 
wasteful and inadequate. Countries that are planning their development ahead, 
* * * are kept in doubt and are unable to move ahead with confidence. The 
authorization clearly should be for 4 or 5 years—as in the case of the Marshall 
plan.” 

The problems of the less-developed countries are so vast and the needs so 
varied that in certain situations types of aid other than technical assistance 
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or loans are required. While much of the work of world development can and 
should be carried on through a loan program, some grants may be required to 
meet the needs of countries unable at the moment to derive benefit from a loan, 
The special assistance program designed to meet such situations should have 
this committee’s full support, and we hope that its continuation as provided in 
the pending bill will be authorized. 

We respectfully urge the committee to report an effective and adequate mutual 
security bill because we agree with President Eisenhower, as stated in his 
message to Congress on March 13, 1959, that: 

“In the world as it is today—and as it will be for the foreseeable future — 
our mutual security program is and will be both essential to our survival and 
important to our prosperity. It not only rests upon our deepest self-interest 
but springs from the idealism of the American people which is the true founda- 
tion of their greatness. If we are wise we will consider it not as a cost but 
as an investment—an investment in our present safety, in our future strength 
and growth, and in the growth of freedom throughout the world.” 


STATEMENT OF Mrs. FRED L. BULL, CHAIRMAN OF THE COMMITTEE ON LEGISLATION 
OF THE NATIONAL CONGRESS OF PARENTS AND TEACHERS, PRESENTED BY ELIza- 
BETH T. FARWELL, MEMBER OF THE WASHINGTON COMMITTEE ON LEGISLATION, IN 
Support or UNICEF 


Mr. Chairman and members of the committee, I am Elizabeth T. Farwell, a 
member of the Washington Committee on Legislation for the National Congress 
of Parents and Teachers. I am submitting this statement for Mrs. Fred L. 
Bull, chairman of the Committee on Legislation, in support of the administra- 
tion recommendation for the authorization of $12 million for the United Nations 
Children’s Fund in fiscal 1960. I appreciate this opportunity to speak on behalf 
of my organization, which now has over 1114 million memberships. 


SUPPORT OF UNICEF 


A look at the 1958 summary of UNICEF’s 12 years of assistance to the chil- 
dren of the world will give you, as it gives us, a sense of satisfaction in having 
participated in this worthwhile program. We have been made ever-increasingly 
aware of the widening scope of influence which we have as leaders in the 
modern world, and the heavy responsibility which we have had to assume in 
carrying out this leadership. We believe we should be proud of our share in 
the aiding of more than 50 million mothers and children by UNICEF in some 
100 countries and territories during 1958 alone. This is a “talking” record. 

Could we possibly overlook the overall value of such a cooperative human 
effort? Until 1950, the essential element of the program was the warding off 
of starvation for children in war-devastated areas. Since 1950, the focus has 
shifted to programs of long-range benefit for children, especially in economically 
depressed areas. In the field of nutrition, for instance, this meant provision of 
factories to make dried milk as well as the provision (largely by the United 
States) of surplus dried skim milk. Surely it is a matter for justifiable pride 
that more than 10 billion glasses of milk have been so provided. 

UNICEF aid has been given judiciously for the carrying out of the program in 
three major categories: basic maternal and child welfare services, disease con- 
trol and nutrition. The latter well illustrates the UNICEF goal; development 
from an emergency relief operation to a source of assistance for long-range 
self-help solutions to the fundamental problems of child welfare. 

The next stage planned in the development of nutrition aid, the two-phase 
attack on basic problems of food availability and utilization, will be carried out 
by UNICEF in cooperation with the food and agriculture organization, the World 
Health Organization, private foundations, and several governments, including 
that of the United States. 

We know that this committee is well aware of these statistics, but we feel we 
should reiterate our satisfaction and pride in our country’s support of the 
UNICEF program as well as urge the authorization of the full $12 million 
request. 


Senator Green. The committee will stand in recess until 10 o’clock 
tomorrow morning. 

(Whereupon, at 5 p.m., the committee recessed, to reconvene at 10 
a.m., Friday, May 22, 1959.) 
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FRIDAY, MAY 22, 1959 


U.S. SENATE, 
CoMMITTEE ON ForeIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a.m., in room 
4221, New Senate Office Building, Senator J. W. Fulbright (chair- 
man) presiding. 

Present: Senators Fulbright and Lausche. 

The Cuarrman. The committee will come to order. 

This morning we will hear the second group of nongovernmental 
witnesses appearing in connection with the mutual security program 
for 1960. 

Our first witness will be Mr. Bert Seidman of the research depart- 
ment of the AFL-CIO. 

Mr. Seidman, you were to testify yesterday, but you were pre- 
vented from appearing by the early adjournment of the afternoon 
hearing. 

I must again remind the witnesses, as I did yesterday, that each 
one must be limited to 10 minutes for their oral presentation. It is 
necessary in order that we may be able to hear all of the scheduled 
witnesses. 

Mr. Seidman, you may proceed. 


STATEMENT OF BERT SEIDMAN, ECONOMIST, RESEARCH 
DEPARTMENT, AFL-CIO 


Mr. Seman. Thank you, Mr. Chairman. 

My name is Bert Seidman. I am an economist in the AFL-CIO, 
the Research Department, and I am testifying in place of Mr. Andrew 
J. Biemiller, the director of our department of legislation, who regrets 
very much that he is unable to be here today. 

I am grateful for the opportunity to appear before your committee 
on behalf of the American Federation of Labor and Congress of In- 
dustrial Organizations to urge your support for extension of the 
mutual security program on a fully effective basis. 

Just a few weeks ago, President George Meany of the AFL-CIO 
sent a letter to each Member of the Congress emphasizing the basic 
support of our organization for the mutual security program. The 
full text of Mr. Meany’s letter is incorporated in the full statement 
that Mr. Biemiller would like to have submitted as a part of the 
record of his testimony, Mr. Chairman, with your permission. 

The CHatrman. Yes, it will be received. 
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Mr. Semman. Our detailed views on various aspects of the foreign 
aid program are also set forth in an issue of our publication Labor’s 
Economic Review, which we also request be included in the record, 

In the brief time that I have, I would like to mention particularly 
some of the arguments which have been raised in this year’s discussion 
of the foreign aid program. 


PROPOSED REDUCTION OF AID PROGRAM 


Before doing so, however, I want to reiterate with all the vigor I 
can command the continuing support of the labor movement for a 
dynamic, effective foreign aid program. 

Now, the first of these arguments that I would like to discuss is the 
argument that foreign aid should be cut as a counterbalance to the 
administration’s efforts to triple badly needed domestic programs, 
We respect the sincerity of some of those who have advanced this 
view, but we take serious issue with them. We think this argument 
ignores the critical importance of the foreign aid program as an es- 
sential part of our overall foreign policy. 

The AFL-CIO stands wholeheartedly behind the economic and 
social legislation in various fields essential to strengthen our domestic 
economy. But our criticism of the shortsightedness of the adminis- 
tration’s opposition to desirable domestic legislation does not, in our 
judgment, provide the slightest reason for us to oppose the ‘admin- 
istration’s all too modest. request for needed funds for foreign aid. 

We think that we can meet both our domestic needs and our inter- 
national obligations. 

It has also been argued that foreign aid should be cut because some 
instances have been revealed of possible waste or maladministration. 
We believe that the disturbance on the part of some Members of Con- 
gress by errors of judgment that may have occurred in the administra- 
tion of the program is understandable, but we do not believe that this 
is a reason for cutting the program. We think that realistically it 
must be understood that no program of the scope and complexity of 
our foreign aid program can be expected to be administered absolutely 
perfectly. We think it would be entirely proper for this committee to 
recommend possible improvements in the administration of the pro- 
gram, but we ask that in doing so the committee do nothing which 
would limit the overall effectiveness of the Nation’s foreign aid effort. 


PRIVATE INVESTMENT IN FOREIGN ECONOMIC DEVELOPMENT 


It has also been argued that foreign aid should be cut because pri- 
vate enterprise can do the job. We favor any constructive steps that 
can be developed for enhancing the role of private enterprise in as- 
sisting economic growth in the underdeveloped countries. 

However, we would emphasize that even if private investment in 
underdeveloped areas could be considerably broadened, there would 
still be a tremendous unmet need for investment funds which can be 
met only from public resources. 

In particular, private investment cannot be expected to be attracted 
to such essential activities and projects as roads, transportation and 
port facilities, schools, hospitals, community facilities, and other pro- 
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grams essential for economic advancement in the less developed 
countries. 

Therefore, we feel that whatever may be done to develop a larger 
role for private enterprise, it is clear that there will be a continuing 
long-term need for substantially larger funds from public sources. 

We believe also that the foreign aid program, is particularly neces- 
sary at this time because of the stepped-up foreign aid program which 
is being conducted by the U.S.S.R. for its own political purposes, 
which are inimical to ours. 

We feel that it would be the height of folly for us to leave a vacuum 
in the foreign aid field and permit the U.S.S.R. to develop strong 
bonds with free underdeveloped countries. 


DEVELOPMENT LOAN FUND 


We believe that the $3.9 billion requested by the President for fiscal 
1960 will be insufficient. We strongly commend the chairman of this 
committee for his proposal to place the Development Loan Fund on 
a sounder basis, by adding to its capital fund $1.5 billion a year for 
each of the next 5 years. We think this will place the Fund on a more 
nearly adequate basis, and it will be more nearly commensurate with 
the most urgent needs and will make possible long-term planning in 
the entire program. 

It will thus make possible more effective utilization of DLF funds 
for broad-scale economic advancement in the newly industrialized 
countries. 


TRANSFER OF FUNDS FROM MILITARY ASSISTANCE TO ECONOMIC ASSISTANCE 


We also support the proposal of the chairman of this committee to 
increase the authority of the President on an entirely permissive basis 
to transfer funds from military to economic purposes by authorizing 
the President to transfer a maximum of 30 percent rather than the 
present limit of 10 percent of military aid to nonmilitary purposes. 

We believe that the funds requested for special assistance are so 
right that there is grave danger that important programs will not be 
able to go forward. We cite particularly the fact that it is our under- 
standing that no special assistance funds are being allocated to Israel 
for fiscal 1960. We urge that the amount of funds authorized for spe- 
cial assistance be expanded, and that the tentative decision to refuse 
further aid to Israel from special assistance funds be rescinded. 

We would like to emphasize particularly the labor aspects of the 
foreign aid program which are aimed at particularly improving the 
welfare of the workers in the underdeveloped countries and encour- 
aging the development of free democratic trade unions. We believe 
that this program is going forward very well under the present pro- 
gram, as it did, indeed, under the Marshall plan, and oe Have details 
with regard to that in our full statement. 


BENEFITS DERIVED IN UNITED STATES FROM MUTUAL SECURITY PROGRAM 


Finally, we would like to emphasize that the foreign aid program, 
although it is primarily directed toward meeting economic and secu- 
rity requirements of the free world nations, nevertheless confers bene- 
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fits upon us at home in our economy. From 7 to 8 cents of every 
dollar involved in the mutual security program has been spent in the 
United States, and it is estimated that more than 500,000 American 
workers owe their jobs in the United States directly to the mutual 
security program. 

Thus, mutual security plays a very important role in stimulating 
production and providing jobs in the United States. 

In conclusion, let me say that we in the labor movement are fully 
aware of the increasing attacks which have been hurled against our 
Nation’s foreign aid effort. We understand that Members of Con- 
gress have been subjected to the strongest possible pressure drastically 
to reduce or completely eliminate the mutual security program. 

We understand also that for those who are deeply devoted to essen- 
tial domestic programs, there is also the temptation to strike back 
against the administration which has sought to scuttle those pro- 
grams by refusing its request for funds for foreign aid. 

We are fully confident that the Congress will resist such tempta- 
tions and that it will not heed the shortsighted views of those who 
would shut their eyes to the crisis of world democracy. 

The AFL-CIO urges this committee to recommend to the Congress 
extension of the mutual security program, with fully adequate funds 
to effectively aid advancement of the underdeveloped nations and 
thereby strengthen the cause of freedom and democracy throughout 
the world. 

The Cuairman. Thank you, Mr. Seidman. I think that is a very 
thoughtful statement. 


SUPPORT OF DEVELOPMENT LOAN FUND 


I am glad to have your views about the amendments for the expan- 
sion of the Development Loan Fund. Is it proper to say that you 
agree that expansion of the Development Loan Fund should take place 
and gradually supplant the grant program ? 

Mr. Sempman. Well, the remaining grants, as we understand it, are 
in defense support, special assistance, and economical assistance. 

The Cuarrman. That is right. 

Mr. Semwman. We believe that the technical assistance grants will 
continue to be necessary. Our organization has not made an attempt, 
nor do we feel qualified to determine how much is needed for defense 
support purposes. 

The CHarrMan. Yes. 

Mr. Semman. And we do feel, as we have indicated in our state- 
ment, that the special assistance program, with the particular types 
of problems at which it is aimed, will continue to be necessary for 
some time, and, in fact, we believe that the amount which is specified 
in the President’s request is probably inadequate. But we do feel 
that there will be increasing reliance in the overall program on the 
type of loans which can be made possible both by the Development 
Loan Fund and we hope also on a multilateral basis in time by an 
international development association. 

The Cuatrman. As you know, the International Development As- 
sociation is under active consideration and there is consultation now 
between our Government and other governments which we hope will 
join. 
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Mr. SempMAn. Yes, we understand that, and we are looking toward 
that development very hopefully. 
The CuatrMAn. Has the Senator from Ohio any questions ? 


FINANCING THE DEVELOPMENT LOAN FUND 


Senator Lauscue. Yes. Mr. Seidman, referring to the proposal 
that a 5-year Development Loan Fund should be developed on the 
basis of $1.5 billion a year, have you given any consideration as to 
how that should be financed? The bill offered by the chairman con- 
templates financing it by the issuance of Treasury bonds at the rate 
of not to exceed $1.5 billion a year. The other alternative would be 
to finance it out of the general fund, and thus immediately include it 
in the budget. 

Mr. Serpman. We have given it some thought. It is our opinion 
that these are repayable loans, and therefore it would be altogether 
proper to finance it out of Treasury bonds rather than including it in 
the general appropriations. 

We think also that this would be necessary in order to achieve the 
very purpose of the proposal, as we understand it, which is to put this 
program on a basis where long-term planning can be carried on. 

We also understand that the Congress would still, in each session, 
have the prerogative of changing the program if it saw fit to do so. 
But we do not see any reason for that to happen as of the present 
time. 

Senator Lauscur. You begin, then, on the principle that if the ex- 
penditure is a self-sustaining one, and in effect. becomes a revolving 
fund, then there is justification for financing it by the sale of Treasury 
bonds ? 

Mr. Serpman. Yes, sir; that would be our conclusion. 

Senator Lauscue. There is a proposal, and it is being vigorously 
urged, that we finance the deficiency in the highway trust fund for 
the building of the international system through the issuance of Treas- 
ury bonds. Would that situation fall within the general principle 
which you just enunciated ? 

Mr. Sempman. Let me say that I haven’t given much study to the 
highway program, as such, but basing it on the assumption which you 
have just stated, I would be inclined to think so. However, I do not 
have an expert judgment on it. 

Senator Lauscnr. You would be inclined to think it does? 

Mr. Sempman. That where you have a self-liquidating program, 
that it would be appropriate to finance it through Treasury bonds. 

Senator Lauscue. Well, what do you mean by a self-liquidating 
program, one that liquidates itself by the recovery of the loan, or 
one that liquidates itself by the collection of taxes? 

Mr. Sxipman. Well, I am thinking primarily in this case by the 
recovery of the loan. 

Senator Lauscne. And it is on that basis that you think financin 
of this $1.5 billion a year is justified by the sale of Treasury bonds 

Mr. Sempman. Yes, sir. 

40110—59—pt. 2——29 
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REASON FOR MUTUAL SECURITY PROGRAM 


Senator Lauscne. Frequently the discussion of providing foreign 
aid is on the basis of one of two reasons: One, let’s give mutual aid 
because it is an integral part of the defense of our country ; ; two, let’s 
give mutual aid because it provides jobs. 

Then there is a third which says the provision of jobs is incidental 
and it is good, but the primary objective is to make our country secure, 

With thane’ three hypotheses of approach, what is the reason that 
you give primar ily for your recommendation ? 

Mr. Seman. Well, may I add a fourth point ? 

Senator Lauscue. If you will. 

Mr. Serpoman. That is, that the main purpose of the foreign aid pro- 
gram is intrinsically, to encourage and advance economic develop- 
ment in the less dev eloped parts of the world. We think that this is 
something which is in the interests of those people, and also in our 
own national interests. 

Incidentally to all of this, it is also true that, as I have tried to 
indicate in my statement, that we believe that the foreign aid program 
does have advantages as far as our domestic economy is concerned. 

Senator Lauscue. Then you subscribe to the declaration made by 
the President that the mutual security program, with the expenditures 
it entails, is an integral part of our national defense program ¢ 

Mr. SetpMAn. Yes, that is the position of our organization, and if 
I might, Mr. Chairman, I could read the concluding sentence from 
the letter that Mr. Meany sent to each member of Congress which 
emphasizes that point. 

Senator Lauscue. Mr. Biemiller’s statement says that “it is an in- 
tegral part of our foreign policy. 

‘Mr. Seman. Allaspects of our foreign policy. 

Senator Lauscur. I think that about covers what I had in mind. 

The CHatrman. Thank you, Mr. Seidman. That is a very useful 
statement. 

Mr. Seimman. Thank you. 

Senator Lauscue. Mr. Seidman, may I just ask one more question? 

Mr. Chairman, pardon me for interrupting. 

The Carman. Mr. Seidman, we are not finished with your ques- 
tioning yet. 

Senator Lauscure. Arguments are advanced that the statement that 
600,000 people are given work in this country to implement the mutual 
security program, and that the statements that 75 to 80 percent of the 
amount involved is spent here in the purchase of labor and material 
are false. 

You, in your statement, say that 500,000 or 600,000 are employed, 
and that 75 or 80 percent of the money is spent here. 

Your organization has studied this program and believes that those 
facts are true ? 

Mr. SermpmMan. Yes, sir. Of course, we haven’t made a detailed 
first-hand study. But we have attempted to assess the information 
which has been developed by the others on this point, and we feel that 
the statement that we have included is valid. 

Senator Lauscue. Thank you very much. 

The Cuarman. Thank you, Mr. Seidman. 

Mr. SemipMAN. Thank you. 
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(The full prepared statement of Mr. Biemiller is as follows :) 


STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT OF LEGISLATION, 
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
May 21, 1959 


I am grateful for the opportunity to appear before your committee on behalf 
of the American Federation of Labor and Congress of Industrial Organizations 
to urge your support for extension of the mutual security program on a fully 
effective basis. 

INTRODUCTION 


Our basic support for the mutual security program was succinctly stated by 
AFL-CIO President George Meany a few weeks ago in a letter addressed to 
each Member of the Congress. In the letter, Mr. Meany stated: 

“Considering the seriousness of the international crisis, the sum requested by 
the President is by no means excessive. Communist imperialism is an enemy 
that must be fought with all our means and resources on the economic and 
political field, in every walk of life. The most vital interests of our country 
demand an adequate mutual security program and the strongest national defense. 
To have one without the other, or at the expense of the other, would undermine 
both and gravely jeopardize the security, freedom, and well-being of all liberty- 
loving peoples. 

“Moreover, the President’s program is urgently necessary for meeting the 
stepped-up economic offensive by the Kremlin aimed at Communist infiltration 
and subversion especially in the industrially underdeveloped countries. 

“Realizing that mass poverty and hunger constitute a potentially dangerous 
threat to freedom and peace everywhere, we of the AFL-CIO have consistently 
urged our Government and other democracies to offer the underdeveloped coun- 
tries sufficient help to insure their national freedom and security. In view of 
what is at stake in this historic struggle, American labor believes that our coun- 
try must render adequate economic and technical assistance to all nations 
devoted to human freedom and peace. 

“I sincerely appeal to you to support wholeheartedly the President’s mutual 
security program as indispensab!e to our Nation’s efforts to meet the Soviet threat 
in Berlin. Prompt and o\erwhelming support by Congress would be of the great- 
est help to our country and its allies in overcoming the crisis which Moscow has 
provoked over Berlin and in meeting whatever other tests our Nation might face 
in consequence of the mounting menace of Soviet aggression.” 

Our detailed views on various aspects of the foreign aid program are set 
forth in the attached December 1958 issue of our publication, Labor’s Economic 
Review, which I respectfully request be included in the record as part of my 
testimony. I should like to concentrate particularly on a number of issues which 
have keen subject of recent discussion that may be of concern to the members of 
this committee as they consider what action they should take on this legislation. 

Before dealing with these questions, however, I do want to reiterate with all 
the vigor I can command the continuing support of the labor movement for a 
dynamic, effective foreign aid program. It is imperative that our Nation’s 
mutual security effort fully measure up to the capacity of the American economy, 
to the needs of the peoples of underdeveloped countries striving to emerge from 
the morass of age-old poverty, and to the threat of the expanding Soviet drive 
on the international economic arena to gain political dominance over the 
hundreds of millions of people in the underdeveloped countries. It is our firm 
belief that the $3.9 billion the President has requested is the rock-bottom mini- 
mum amount required if we are even to begin to meet these objectives. 

A full-scale mutual security program should be authorized first and foremost 
as an essential part of our overall foreign policy. However, as I shall develop 
in a bit more detail, experience has demonstrated that the mutual security 
program has domestic significance as well and will contribute significantly to 
the health of our economy and the restoration of full employment here at home. 


ANSWERS TO ARGUMENTS FOR REDUCING FOREIGN AID 


I should like to discuss frankly with the members of this committee some of 
the arguments currently being made for reduction of the foreign aid program. 
It is our view that a worthwhile purpose will be served if these points—some of 
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them advanced by well-meaning persons who have genuinely supported the 
foreign aid program—are laid out on the table for forthright consideration. Let 
me tackle three of these contentions and indicate our criticisms of them: 


Argument: Foreign aid should be cut as a counterbalance to the administra. 
tion’s efforts to cripple badly needed domestic programs 

I respect the sincerity of some of those who have advanced this view, but I 
take serious issue with them. This argument ignores the critical importance 
of the foreign aid program as an essential facet of the Nation’s overall foreign 
policy. If an effective foreign aid program is in the best interest of the United 
States and the free world, the need for it is no less because misguided efforts 
are being made to hamper essential domestic programs. 

Let me make it absolutely clear that the AFL-CIO stands wholeheartedly 
behind the social and economic legislation in various fields that is essential 
to strengthen our domestic economy. We have so stated before numerous con- 
gressional committees in testimony on such vital programs as urban redevelop- 
ment, unemployment insurance, housing, community facilities, and other legisla- 
tion aimed at improving our domestic economy. We regret as much as any 
member of Congress the head-in-the-sand opposition of the Eisenhower admin- 
istration to many of these vitally needed programs. But our criticism of the 
shortsightedness of the administration’s opposition to desirable domestic legis- 
lation provides not the slightest reason for us to oppose the administration’s 
all too modest request for needed funds for foreign aid. We will not oppose 
the administration when it demonstrates at least some awareness of our world- 
wide requirements, even though that same administration is apparently blind 
to our domestic needs. We therefore urge the Members of Congress to continue 
to work for enactment of necessary domestic programs while at the same time 
provide the necessary funds for foreign aid. 

The President has invited this type of opposition to his mutual security reec- 
ommendations from some of the Congress’ most active supporters in the past 
because of his obsessive dedication to what he calls his balanced budget for 
1960. In order to achieve such balance, while providing some funds for urgent- 
ly needed domestic programs omitted in the President’s budget, some Members 
of Congress would reduce the mutual security program by the amount needed 
to pay for domestic programs. 

The AFL-CIO rejects the notion that we cannot afford to meet our domestic 
needs and our international obligations. A balanced budget, if necessary, can 
be postponed for a year or two. Eliminating unemployment in the United 
States and strengthening our allies cannot be postponed. 


Argument: Foreign aid should be cut because some instances have been revealed 
of possible waste or maladministration 


It is understandable that some Members of Congress should be disturbed by 
errors of judgment that may have occurred which, even if only in slight de 
gree, may have diminished the effectiveness of the foreign aid program the Con- 
gress has authorized. The AFL-CIO, of course, shares that concern and will 
support every reasonable effort to improve the efficiency of the program. But 
realistically, it must be understood that no program of the scope and complexity 
of our foreign aid effort can be expected to be administered absolutely perfect. 
Therefore it is to be expected in this large-scale public program, just as it 
would be expected in any private enterprise, that some difficulties will arise 
from time to time which may have temporarily adverse effects. 

Such problems must be viewed in proper perspective and the fact that they 
may occasionally arise should not be used as an excuse to scuttle or drastically 
reduce the program. We think it would be entirely proper for this committee 
to recommend possible improvements in the administration of some phases of the 
program, but we ask that in doing so the committee do nothing which would 
limit the overall effectiveness of the Nation’s foreign aid effort. 


Argument: Foreign aid should be cut because private enterprise can do the 
job 

The AFL-CIO favors any constructive steps that can be developed for en- 
hancing the role of private enterprise in assisting economic growth in under- 
developed countries. We think the specific proposals to accomplish this ob 
jective should, of course, be judged on their merits as to both equity and ef- 
fectiveness. However, we would emphasize that even if private investment 
in underdeveloped areas could be considerably broadened, and as there is as 
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yet no convincing evidence of such a prospect, there would still be a tremendous 
unmet need for investment funds which can only be met from public re 
sources. 

The total amount proposed by the President for economic aid through the De- 
yelopment Loan Fund, $700 million for the next fiscal year, is barely one-third 
of the amount that is needed if the underdeveloped countries of Asia, Africa, 
and Latin America are to be able to meet even the minimum requirements for 
economic development. As I shall indicate in a few moments in greater detail, 
we believe that the proposal of the distinguished chairman of this committee, 
in which he has been joined by a number of other Senators, for a 5-year author- 
ization for the Development Loan Fund of $1.5 billion a year is entirely sound. 
Paul Hoffman has recently suggested that at least $35 billion from private and 
public sources is needed during the next decade for investment in underde 
veloped countries. Clearly, no foreseeable expansion of private investment in 
underdeveloped areas will even begin to meet that need. 

Moreover, private investment cannot be expected to be attracted to some types 
of economic activity most sorely needed in the underdeveloped countries. I 
refer to the building of roads, transportation and port facilities, irrigation and 
other projects not in the manufacturing, mining, and petroleum fields in which 
thus far private firms have concentrated their investment. 

Of course it goes without saying that no private sources exist which will pro- 
vide the funds desperately needed for schools, hospitals, vocational training, 
community facilities and other social welfare programs which, aside from their 
humanitarian aspects, are absolutely essential prerequisites for economic ad- 
vancement. Thus, whatever may be done to develop a larger role for private en- 
terprise and economic assistance to underdeveloped countries, it is clear that 
there will be a continuing long-term need for substantially larger funds from 
public sources than are now contemplated. As the wealthiest and most indus- 
trially advanced Nation in the world, only the United States has adequate re- 
sources to provide the major source of funds to do this job. 


MEETING THE SOVIET CHALLENGE 


If the Soviet Union had confined its economic assistance to the satellite coun- 
tries within the Communist orbit, as it did prior to 1955, it would still be in 
the best interest of the United States and the free world for our Nation to extend 
effective economic aid to the underdeveloped countries. With the launching of 
a massive foreign aid program by the U.S.S.R., our foreign aid effort has be- 
come all the more essential. While Soviet foreign aid funds are still running 
at only about half of our rate, it is noteworthy that the Soviet foreign aid pro- 
gram jumped from less than $300 million in 1957 to more than $1 billion in 
1958. The U.S.S.R. and other countries in the Communist bloc have also ex- 
panded their technical assistance programs. 

Certainly it would be the height of folly for us to leave a vacuum in the for- 
eign aid field for the Soviet Union to fill and thereby permit the U.S.S.R. to 
develop strong, economic and political bonds with free, underdeveloped coun- 
tries. Soviet aid is undoubtedly a boobytrap for underdeveloped countries but 
they will fall into that trap unless we provide an effective alternative. Despite 
the many disadvantages for countries accepting Soviet aid, underdeveloped 
countries will undoubtedly continue to turn to the Soviet Union for economic 
assistance. In the interest of our own national welfare and the welfare of the 
entire free world, we can ignore the challenge of the Soviet economic offensive 
only at our peril. 

NEED FOR LARGER AUTHORIZATION 


As I have already indicated, we are concerned that the $3.9 billion requested 
by the President for fiscal 1960 will be insufficient for this Nation to carry on 
a fully effective foreign aid program. The lack of necessary funds will par- 
ticularly hamper the economic aid programs financed through the Development 
Loan Fund and the special assistance program. 


DEVELOPMENT LOAN FUND 


We commend the chairman of this committee for his proposal to place the 
Development Loan Fund on a sounder basis by adding to its capital fund $1.5 


billion a year for each of the next 5 years. This is a forward-looking proposal 
for two reasons: 
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First, it will place the Fund on a more nearly adequate basis. We believe that 
even $1.5 billion a year probably will not be sufficient to meet the urgent needs of 
the less developed areas for capital required for economic development. How- 
ever, the amount proposed will make it possible to meet a considerably greater 
proportion of those requirements than is possible now with extremely limited 
funds, now exhausted, which have been available to the DLF. Moreover, the 
more adequate funds will make it possible for the DLF to think less in terms of 
single projects and more in the broader terms of how the individual projects it 
assists fit into the whole development program in the area. This will make 
possible a more effective utilization of DLF funds for broad-scale economic 
advancement in the newly industrializing countries. 

Second, the 5-year authorization, rather than the year-to-year financing which 
has hamstrung the DLF until now, will make possible long-term planning in the 
entire program. It is essential that we recognize that economic growth in the 
less developed lands will inevitably involve a long-term process. It is a long- 
term challenge which we face and it is therefore essential that to the maximum 
extent possible, the institutions we establish to meet that challenge be set up on 
a long-term basis. 


TRANSFER OF MILITARY ASSISTANCE FUNDS TO ECONOMIC ASSISTANCE PROGRAM 


The AFL-CIO recognizes the continuing need for the military aid program 
although we do not feel that we are technically competent to judge exactly how 
large an authorization is needed for this purpose. However, we do feel that 
those who are directing the entire foreign aid program should be as free ag 
possible to distribute the funds as effectively as possible and in response to 
changing requirements. Therefore, we support the proposal of the chairman of 
this committee to increase the authority of the President on an entirely permis- 
sive basis to transfer funds from military to economic purposes by authorizing 
the President to transfer a maximum of 30 percent rather than the present limit 
of 10 percent of military aid funds to nonmilitary purposes. 


SPECIAL ASSISTANCE 


The amount authorized for special assistance, though somewhat higher than 
last year’s appropriation, is still extremely limited in relation to the need. This 
program is directed toward meeting crucial economic requirements in countries 
not receiving defense support funds which cannot be met by project approach of 
a DLF. 

Because the funds requested for special assistance are so tight there is grave 
danger that important programs heretofore financed by special assistance funds, 
will not be able to go forward. As one evidence of this, it is our understanding 
that no special assistance funds are being allocated to Israel for fiscal 1960. In 
view of the key role the United States played in the establishment of Israel as a 
free democratic nation in the Middle East, there can be no justification for cutting 
off Israel from essential aid to her developing economy. This is especially true 
in view of the important, though necessarily limited, effort Israel is itself making 
to provide technical assistance to even less developed countries such as Ghana. 
We urge that the amount of funds authorized for special assistance be expanded 
and that the tentative decision to refuse further aid to Israel from special assist- 
ance funds be rescinded. 

ICA PROGRAMS IN LABOR FIELD 


While the AFL-CIO supports the foreign aid program as a whole, I should 
like briefly to call to the committee’s attention those aspects of the foreign aid 
program which are particularly aimed at improving the welfare of the workers 
in the underdeveloped countries and encouraging the development of free demo- 
cratic trade unions. 

Since the earliest days of the Marshall plan, trade unionists have served with 
distinction in the various economic and technical assistance programs the 
United States has sponsored. These men who have come out of the ranks of the 
American labor movement have made an important contribution to the success 
of our foreign aid programs. The AFL-CIO is proud of the record they have 
made. 

The labor program of the ICA is an integral part of the overall foreign aid 
effort. This committee has itself stated: 

“One of the most important and largest groups against which the world 
Communist conspiracy directs its most vigorous and active subversive efforts is 
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labor and its trade unions. In those countries where the Communists have 
succeeded in capturing the trade union movement and directing the unions to 
serve Communists ends, the entire basis for free and democratic society is most 
seriously threatened and the stability of the government itself is endan- 
gered * * *. It is, therefore essential for the free nations of the world, 
threatened by Communist infiltration and subversion, to endeavor to develop 
and strengthen a vigorous free trade union movement which can compete suc- 
cessfully for the loyalties and support of workers” (from Report of the Sub- 
committee on Foreign Economic Policy of the Committee on Foreign Affairs, 
Aug. 1, 1954, “Survey of U.S. Private Technical Assistance,” pp. 32-33). 

The basic objectives of the labor program in ICA are— 

1. To develop free democratic unions and reduce or eliminate Communist 
influence over labor. 
2. To develop a skilled industrial work force which will make a maximum 
contribution to economic development. 
3. To develop administrative facilities which will— 
(a) Maintain a productive labor force at fullest possible employ- 
ment under acceptable working conditions. 
(b) Foster growth of democratic workers’ organizations. 
(c) Encourage free voluntary collective bargaining between workers 
and employers. 
To accomplish these objectives, the labor programs carry on the following 
types of activities: 

1. Assistance to governments on labor administration. 

2. Technical assistance to trade unions. 

3. Apprenticeship and on-the-job training programs. 

4. Various types of technical assistance directed toward regional and inter- 
regional economic development. 

While I do not have time now to describe in detail the specific achieve- 
ments of this program, I can summarize its accomplishments by stating that 
it has contributed to increasing recognition by cooperating governments of 
the importance of labor in overall economic and social development and to 
the gradual emergence of trade union leadership which, as in the earlier 
programs in Europe, is proving to be a bulwark against communism in the 
underdeveloped countries. I think it is important to point out in this con- 
nection that unions are often the first mass organizations to arise in these 
countries and that the union leaders of today often become the political 
leaders of tomorrow. The contribution which the ICA is making toward 
development of free trade unions in the underdeveloped countries makes a 
tremendous contribution to U.S. foreign policy objectives. 


FOREIGN AID HELPS OUR DOMESTIC ECONOMY 


The mutual security program is primarily directed toward meeting the 
economic and security requirements of the free world nations. Neverthe- 
less, the benefits we derive from this program should not be overlooked. 

From 75 to 80 cents of every dollar involved in the mutual security pro- 
gram has been spent in the United States. The program operates mainly 
in underdeveloped areas which provide us with many raw materials and 
minerals vital to our security and to our economy. Moreover, more than 
500,000 American workers owe their jobs in the United States directly to 
the mutual security program. Thus, mutual security plays a very impor- 
tant role in stimulating production and providing jobs in the United States. 


CONCLUSION 


In conclusion, let me say that we in the labor movement are fully aware, 
as I am sure are the members of this committee, of the increasingly vir- 
ulent and unreasoned attacks which have been hurled against our Nation’s 
foreign aid effort. We know that the Members of Congress have been sub- 
jected to the strongest possible pressure drastically to reduce or complete- 
ly eliminate the mutual security program. For those who are deeply de- 
voted to essential domestic programs, there is also the temptation to strike 
back against the administration which has sought to scuttle those programs, 
by refusing is request for funds for foreign aid. 
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We are fully confident that the Congress will resist such temptations and 
that it will not heed the shortsighted views of those who would shut their 
eyes to the crisis of world democracy. 

The AFL-CIO urges this committee to recommend to the Congress ex- 
tension of the mutual security program with fully adequate funds to effec. 
tively aid advancement of the underdeveloped nations and thereby strength. 
en the cause of freedom and democracy throughout the world. 


{From Labor’s Economic Review, December 1958]) 
AMERICA’S ROLE IN HELPING WorLD EconoMIC GrowTH 


Twenty-one nations have achieved their independence since the end of World 
War II. Each of these nations has been faced with the immediate problem 
of establishing a workable political structure. Equally important on the agenda 
of the newly independent nations has been the problem of stimulating economic 
development at a rapid pace in order to raise as quickly as possible present 
abysmally low living standards. 

The people in the lands which have recently won freedom have come to believe 
that political independence has set the stage for the economic growth of their 
countries—economic growth which will free them from the age-old burden of 
poverty which they and their ancestors have always borne. Hundreds of mil- 
lions of people in these underdeveloped lands in Asia, Africa, and Latin America 
are questioning for the first time the necessity of continuing poverty. Indeed, 
the continuing scourge of malnutrition, ill health, and illiteracy has become in- 
tolerable for people who have been fired by the enthusiasm of political 
awakening. 

It goes without saying that the political leaders in these countries cannot 
ignore the yearnings of their people for a better life. But we must also accept 
the fact that we in the United States and, to a lesser extent, in the other indus- 
trialized nations in the free world, have a heavy responsibility and an important 
stake in the developing struggle to wipe out poverty all over the world. 

The tremendous pressure for economic advancement in the underdeveloped 
countries has been generated at a time when many forces are at large in the 
world which can, if they are not effectively counteracted, hinder or even thwart 
effective steps toward economic growth in these areas. At least two such 
forces seem to be of transcending importance. 


FORCES HINDERING ECONOMIC GROWTH 


The first is the tremendous explosion of population which is taking place all 
over the world but especially in the less-developed nations. 

Advances in public health in these areas, even though still limited, have 
greatly reduced the death rate; while birth rates have generally continued at 
high levels. The result is that while total national income may rise, per capita 
income and the standard of living it supports rises much more slowly. Indeed, 
without outside assistance, national income may actually rise in some of these 
countries while the standard of living may fall. 

A second disrupting force impeding economic growth in the underdeveloped 
areas is the worldwide conflict between the nations of the free world and the 
Soviet bloc. It is true that to some extent the less-industrialized nations have 
benefited from this struggle because the countries extending economic assist- 
ance—especially the Soviet Union, but, also, to a much lesser extent, the United 
States—have sought thereby to attempt to win the friendship of still uncom- 
mitted underdeveloped nations. 

But the unsettled state of world affairs has motivated many underdeveloped 
countries to divert scarce resources from domestic economic objectives to mili- 
tary purposes. It has also tended to limit the amount of funds available for 
economic rather than military assistance by the United States and other indus- 
trialized countries. 


CHARACTERISTICS OF UNDERDEVELOPED AREAS 


Although we tend to think of underdeveloped areas as a homogeneous group of 
lands, no two underdeveloped areas are exactly alike. On the contrary, there 
are wide differences among them. Some are arid lands lacking the basic natural 
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resources generally considered necessary for economic development while others 
are rich in water, mineral, and land resources. In between these extremes, 
there are many variations. 

What the underdeveloped countries have in common, however, is a relatively 
backward economy held back by a primitive agriculture and a very low produc- 
tivity. This means that except for the relatively few wealthy owners of land 
and other natural resources, the people generally have a very low standard of 
living. 

It is hard for most Americans to realize what life means to the hundreds of 
millions of men, women, and children who live in these poverty-ridden lands. 
These are people who, no matter how hard they toil, cannot escape the pangs 
of hunger, the ravages of disease and what appears to be the utter impossibility 
of satisfying the most elementary needs of themselves and their families. 

Economists agree that there is no possibility of the people of such countries 
simply lifting themselves up by their bootstraps. The economies of these coun- 
tries cannot grow unaided. Economic development is only possible with the 
infusion into their economies of elements which cannot be developed entirely 
from within these countries. 

Economic assistance by the industrialized countries is absolutely essential if 
the underdeveloped countries are to lay the foundation for sound economic 
growth. The need for outside assistance is thus another characteristic which 
the underdeveloped countries have in common. 

Without such assistance, the gap between the developed and underdeveloped 
areas will widen. A few figures tell the story. Based on recent trends in the 
world economy, total national production has been growing by the following rates 
per year: 

Four and five-tenths percent in the free world industrialized nations.* 

Four and five-tenths percent in the Soviet bloc.’ 

Two and five-tenths percent in the less-developed nations.® 

In 1956, as shown in the chart on page 73, it was estimated that if these 
growth rates should continue for the next 20 years and in the light of antici- 
pated population increases in the various parts of the world, per capita national 
output would increase by 103 percent in the industrialized free countries, 91 
percent in the Soviet bloc (including Red China), but only 29 percent in the 
less-developed free countries. 

These estimates also indicate that from 1956 to 1976, per capita national 
output in the less industrialized free countries would drop from approximately 
12 percent to only about 6 percent of the average in the industrialized free 
countries. During the same period, their proportion of per capita output of 
the Communist bloc would decrease from nearly one-third to about one-fourth.‘ 

Thus, the already tremendous gap between the underdeveloped countries and 
the rest of the world would become even greater even though per capita income 
might increase slightly in the less developed areas. Only a large injection of 
economic assistance into the economies of the underdeveloped countries can pre- 
vent an everwidening disparity between their level of living and ours. 

The experience of countries which have successfully industrialized points to 
certain essential ingredients for economic growth. 


ESSENTIALS FOR ECONOMIC GROWTH 


There must be an improvement in farming methods to permit increased agri- 
cultural productivity so that adequate food can be provided for growing popu- 
lations and manpower can be released from the rural areas for work in nonagri- 
cultural activities. But this alone will not insure industrialization and economic 
expansion. In fact, economic growth will be impossible unless the country can 
develop certain basic material and human resources. 

Industries cannot even be started unless there are roads, ports, powerplants 
and communication facilities. Housing must be available for the workers who 
will man these facilities and those who will be employed in the new factories. 





1Four percent in the United States, 5 percent in the other industrialized nations, includ- 
ing Western Europe, Canada, and Japan. 
~~ percent in the U.S.S.R., 3 percent in the Soviet satellites, and 2 percent in Red 

na. 

*Three percent in Latin America and about 2 percent in other less-developed areas. 

*Based on estimates of United Nations Statistical Office and U.S. International Coopera- 
tion Administration as shown in Rockefeller Brothers Fund report, “Foreign Economic 
Policy for the Twentieth Century,” 1958, p. 74. 
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Of utmost importance are education and training programs as well as heaith 
and social services to assure efficient utilization in the new facilities and 
plants. 

WHY ECONOMIC AID? 


How can these physical facilities and social services be developed? Either 
through savings set aside from the yearly output of the country itself or through 
foreign investment or assistance or through some combination of these. 

In actual fact, all three methods of providing new capital in underdeveloped 
areas are currently being utilized but at present levels they are insufficient to 
permit even moderately rapid economic growth. 

A considerably expanded rate of investment will be needed in the underde- 
veloped countries for them to break through the “sound barrier” which will per- 
mit them to embark upon an effective program of economic growth. The alter- 
native is continued decay of their economies and misery if their peoples with 
population growth continue to outpace development of their resources. 

This is an alternative the inhabitants of these lands simply will not accept, 
Neither should we, unless we are willing to see the uncommitted nations turn 
increasingly, as they have already begun to do, to sources of financial assistance 
in the Soviet world and totalitarian methods of developing their economies and 
organizing their governments. 

To obtain the capital they need to modernize their economies, underdeveloped 
countries can obtain only small amounts of funds from local savings. It goes 
without saying that the mass of the people living at the very margin of existence 
simply cannot set aside any savings from their pitifully meager incomes. 

If internal savings are not a promising source of funds for economic expansion 
in underdeveloped areas, private investors from abroad have also shown little 
inclination to invest in these countries. It is true that the total flow of private 
foreign capital from the United States to foreign countries has risen considerably 
in recent years, but very little has found its way to the underdeveloped areas 
and even less to the types of economic activities which would promote overall 
economic growth in those countries. 

U.S. direct private investment abroad more than doubled from less than $12 
billion in 1950 to over $25 billion in 1957, but in the latter year, only about $3 
billion were in the capital-short areas of Asia and Africa. U.S. officials have 
estimated that in recent years only about $100 million of private investment from 
American sources annually has been devoted to the Afro-Asian nations. While 
nearly $9 billion was invested in Latin America by 1956, the bulk of it was in 
oil, mining, and plantations with only about one-fifth in manufacturing. 

There has been much discussion about the need for tax incentives both by 
underdeveloped countries and the United States to encourage private investment 
in less-developed areas. However, if the related problems of convertibility of the 
earnings of private firms to dollars and the protection of the properties of such 
firms against confiscation are adequately met, it should be possible to obtain 
more private investment. Even so, private investment will not begin to meet 
all of the capital needs of underdeveloped countries. 

Thus, most of the funds needed for industrialization and virtually all of the 
money needed for transportation, housing, and other physical facilities essential 
for industrialization, as well as health, educational, and social services must be 
sought from public sources outside of the underdeveloped countries themselves. 
Inevitably, as the richest nation in the world, only the United States can provide 
the largest part of the funds needed for economic expansion in the less-developed 
countries, though not necessarily in U.S.-administered programs. 


FUNDS FOR FOREIGN AID 


Foreign aid from public sources, whether from a single nation or an inter- 
national agency, takes several forms. 

Loans are the most common type of foreign aid. The loans may be “hard” 
or “soft.” Hard loans are generally at the going rate of interest (currently 
5 to 6 percent) for a relatively short duration and repayable in dollars or 
other so-called hard currencies. Soft loans are at lower interest rates (perhaps 
2 to 3 percent), for longer periods and repayable in the country’s own currency. 

While the distinction between hard and soft loans might appear to be tech- 
nical, actually the difference between them is quite important. The ease of 
repayment at lower interest rates and over a longer period does not require 
elaboration. What may be less clear is the desirability from the standpoint 
of the recipient country of repayment of foreign loans in its own currency. 
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Repayments made in its own currency remain in the country for spending 
by the lending country or agency or for future investment. On the other hand, 
repayment in dollars or other hard currencies diverts funds from the country 
altogether and thus partially defeats the very purpose of foreign aid. Thus, 
soft loans are generally more appropriate and more effective for economic assist- 
ance purposes than hard loans. 

Even soft loans are not feasible in the earliest stages of economic develop- 
ment or for projects which will not generate surplus funds for repayment or 
for health, educational, and training programs which cannot be directly self- 
liquidating. For these essential activities, without which economic expansion 
eannot proceed, outright grants are required. 

It is for this reason that the various programs of technical cooperation have 
been on a grant basis. These programs which were first outlined in President 
Truman’s famous point 4 address, are directed toward providing underdeveloped 
nations with the skills and techniques essential for their economic growth. 

In the first instance, technical cooperation usually emphasizes improvements 
in health, education, and agriculture. Later it is expanded to develop necessary 
skills for industry, transportation, communication, housing, mining, public ad- 
ministration, and community development. 

Here are just a few of the accomplishments of U.S. technical cooperation pro- 
grams: In Brazil, life expectancy in 17 cities has been increased by 10 years; in 
Indochina, over a million people have been treated for trachoma; in Thailand, 
where 5 million people had malaria a few years ago, that dread disease has been 
virtually eliminated; in Liberia, rice yields have been doubled; and in the 
Philippines, 80 vocational agricultural schools have been started. 

President Eisenhower was undoubtedly right in stating: “Technical coopera- 
tion has proved it is a practical and productive concept and is the surest and 
most economical way, over the long term, to speed the advance toward an 
expanding world economy and a higher standard of living.” 

One other type of economic aid is direct transfer of farm surpluses, either 
by outright grant or by sale for local currencies, to underdeveloped countries. 
While these countries are predominantly agricultural, most of them neverthe- 
less do not raise enough food and fiber to meet even the minimum needs of 
their own people. Our agricultural surplus commodities, within the limits of 
our own requirements, can be used to help feed the hungry and clothe the ill 
clad in impoverished lands providing this is done without disrupting the agri- 
cultural systems of recipient countries. 


U.S. FOREIGN AID PROGRAMS 


Beginning with lend-lease during World War II and the Marshall plan of 
assistance for economic recovery of Western Europe in the immediate postwar 
years, the United States has had some type of economic aid program for nearly 
two decades. In addition, we have extended and are still making available 
relatively large amounts of military aid and defense support (furnishing of 
nonmilitary good and services to military allies). Until quite recently, mili- 
tary assistance and defense support absorbed about 90 percent of our foreign 
aid funds; even now, about two-thirds of U.S. foreign aid appropriations are 
devoted to these programs. 

An increasing but still inadequate proportion of foreign aid funds, however, 
is being devoted to economic assistance and technical cooperation programs in 
underdeveloped countries. Studies made in the United States as well as by 
international agencies have highlighted the urgent requirements of the less- 
developed nations for economic assistance. While these surveys have not all 
reached precisely the same conclusions, they have agreed on a few essential 
points : 

1. Substantially larger amounts, ranging up to an additional $3 to $4 billion 
a year from all free world sources should be devoted to economic aid. Of this 
amount, the largest part, probably on the order of $2 to $3 billion annually, 
ought to come from the United States; 

2. Because economic expansion and industrialization in the underdeveloped 
countries will require assistance over a long period of time, economic aid pro- 
grams must be shifted from a year-to-year, hand-to-mouth existence to a long- 
term basis which will assure sufficient funds well in advance of need; 

3. Increasing emphasis should be directed from reliance exclusively on uni- 
lateral programs in which the United States is the sole participant to multi- 
lateral programs in which other nations join to the extent of their financial 
capabilities, administered by U.N. or other international or regional agencies. 
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DEVELOPMENT LOAN FUND 


The most significant innovation in our economic assistance program has 
been the establishment of the Development Loan Fund. The DLF was set up 
to provide interest-bearing loans generally at relatively low interest rates, for 
economically sound development projects which do not qualify for loans from 
other institutions, such as our own Export-Import Bank or the World Bank, 
both of which operate under strict banking criteria. 

In 1957, the administration proposed establishment of the DLF with a $2 
billion authorization for a 3-year period. Instead, Congress authorized only 
$500 million for the first year and $625 million for the second year. It has only 
appropriated, however, $300 million for the first year and $400 million for the 
second year. 

That these funds are far from sufficient is demonstrated by the flood of re. 
quests to the DLF for loans. By late 1958, the Fund had under consideration 
applications from some 45 countries totaling over $1.5 billion. It had already 
committed $573 million of the $700 million available to it and expected to com- 
mit the rest by early 1959. 

Some administration officials have suggested that the Congress may be re- 
quested to authorize $1 billion a year for the DLF for perhaps a 5-year period. 
Such congressional action, though probably still not adequate, would help to put 
the DLF ona much more solid foundation. 

Despite the rapid disappearance of the limited funds Congress had thus far 
appropriated in late 1958, applications were still pouring in. This is not at all 
surprising since, even though on much too small a scale, the DLF is already 
engaged in financing a wide variety of essential projects around the world, 
including roads, ports, powerplants, communications, irrigation, and industrial 
facilities. 

MULTILATERAL AID 


Until quite recently, the United States has been quite cold to proposals for 
setting up international or regional agencies to finance foreign aid. For example, 
it was largely opposition by the United States that doomed the suggestion for a 
Special United Nations Fund for Economic Development (SUNFED) which 
was proposed to finance on an international basis economic and social development 
programs in underdeveloped countries. 

More recently, however, under the pressure of political upheavals in various 
parts of the world, the United States has shown increasing willingness to consider 
participating in international and regional economic assistance efforts. 

As an alternative to SUNFED, in October 1958 the U.N. General Assembly 
approved a U.S. proposal for establishment of a $100 million U.N. Special Projects 
Fund. The United States will provide $38.5 million on a matching basis in the 
event that a total of $100 million from all member countries is realized. The 
fund is intended to be used to finance “relatively large projects [which] lead to 
early results and have the widest possible impact in advancing the economic, 
social, or technical development of the country or countries concerned.” 

On a broader basis, the administration is giving sympathetic consideration 
to a proposal first made by Senator Mike Monroney, Democrat of Oklahoma, for 
establishment of an International Development Association as an affiliate of the 
existing World Bank. This proposal contemplates initial capitalization for the 
IDA of $1 billion of which the United States would subscribe $300 million. The 
IDA would provide loans on relatively easy terms for basic economic develop 
ment projects which might not qualify for hard currency loans offered under 
strict banking terms by the World Bank. 

On a regional basis, the United States has indicated it would look with favor 
upon and might be prepared to participate in economic development institutions 
in Latin America and the Middle Hast. In each area, the United States might 
put up as its share about $100 million. 


FOREIGN AID AND OUR DOMESTIC ECONOMY 


The United States should not formulate its economic assistance program 
on the basis of domestic economic considerations. We are interested in foreign 
aid primarily because it will make possible the development of sound expanding 
economies in underdeveloped areas. Economic assistance to the less developed 
countries will also help to establish an economic foundation in those lands for 
lasting political freedom and democracy. 
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These are our primary aims in establishing economic assistance. But we 
should not ignore the fact that our foreign economic programs do provide direct 
economic benefits in our own country. 

In the first place, the underdeveloped areas provide us with many raw ma- 
terials and minerals essential for our security and our economy. For example, 
we import from the less developed countries 100 percent of our natural rubber 
and tin, 99 percent of our chromite, 95 percent of our manganese, 72 percent of 
our tungsten and 70 percent of our bauxite. 

Not only do we obtain sorely needed products from the underdeveloped areas, 
put they are increasingly becoming important markets for our own industries. 

In addition to these gains, the foreign aid program makes possible employment 
for about 600,000 workers in American factories and farms. These are the 
workers who produce the manufactured products and agricultural commodities 
which we send abroad in fulfilling foreign aid commitments. Government agen- 
cies administering these programs estimate that nearly 80 cents of every 
dollar of foreign aid funds is spent in the United States thereby providing a 
powerful stimulant to the economy of the Nation. 


SOVIET PENETRATION 


Until a few years ago, the Soviet Union confined most of its foreign assistance 
to satellite countries firmly within the Communist orbit. More recently, how- 
ever, the U.S.S.R. has launched a program of economie assistance agreements 
with countries not under Soviet domination. In the 3 years, 1954-57, about 
$1.9 billion in aid was committed by Soviet bloc states to nonbloe countries. 

Neither we in the United States nor the recipients of Soviet economic assist- 
ance should be under any illusions about the objectives and purposes of Soviet 
foreign aid. The foreign economic policy of the U.S.S.R. is directed first and 
foremost toward achievement of the political goals of the Soviet Union. Thus, 
Khrushchev admitted to a group of U.S. Congressmen in 1955, ‘‘We value trade 
least for economic reasons and most for political purposes.” 

What is true of Soviet trade policy is no less true of its foreign aid program. 
That program is geared to the one aim of drawing countries not yet under the 
Soviet yoke into the U.S.S.R.’s political camp. That is why 90 percent of the 
Soviet’s foreign aid is committed to five key neutralist or uncommitted coun- 
tries: United Arab Republic, Yugoslavia, India, Afghanistan, and Indonesia. 

In extending foreign aid to uncommitted countries, the Soviet Union empha- 
sizes four basic themes: (1) the burning desire in less developed areas for eco- 
nomic development and rising living standards; (2) possible dissatisfaction with 
the terms of their trade with Western countries; (3) in some instances, dis- 
satisfaction also with terms of Western aid; and (4) prestige of the Soviet 
economy—the idea that any underdeveloped country can industrialize in a short 
time by accepting Soviet help just as the Soviet Union has done. 

Stressing the political and psychological aspects of foreign aid, the U.S.S.R. 
tends to emphasize showcase items in its foreign aid program, such as steel 
mills, nuclear research laboratories, and other projects which tend to build up 
the prestige of both the Soviet Union and the recipient country. But this lack 
of balance in the Soviet program also reduces the funds the U.S.S.R. requires 
for carrying out what is from its standpoint an effective foreign aid program. 
The political emphasis in Soviet economic assistance means that it does not 
require as large funds as would a program promoting balaneed, long-term eco- 
nomic growth in underdeveloped countries. 

While the Soviet Union has offered ostensibly favorable terms (2% percent 
long-term loans) in its foreign assistance agreements, it has insisted that all 
credits be used for purchase of Soviet or satellite products and also on the 
right annually to renegotiate prices, quantities, and other terms of agreement. 
Even more important, as such countries as Yugoslavia have learned, the Soviet 
Union does not hesitate to cut off committed foreign aid to countries that re- 
fuse to succumb to its political demands. 

The Soviet Union will probably step up its drive even more in the foreign 
aid field. Despite the disadvantages to recipient countries, underdeveloped 
countries will undoubtedly still continue to turn to the Soviet Union for eco- 
nomic assistance. Indeed, they will seek Soviet help increasingly especially 
if the United States should leave a vacuum which the Soviet rulers could fill. 

Certainly it is in the interest of the United States to prevent development of 
strong economic bonds between the Soviet Union and the still free nations of 
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the world. As the AFL-CIO executive council has stated: “We must meet this 
challenge by expanding our foreign aid program and gearing it to the needs 
and aspirations of the peoples of the underdeveloped areas.” 


AMERICA’S FOREIGN AID EFFORT 


This issue of Labor’s Economic Review is devoted solely to discussion of 
economic and technical assistance to underdeveloped countries. But the AFL- 
CIO recognizes the continued need for military assistance as part of the overall 
foreign aid effort. We do not claim competency to assess how large and what 
kind of military aid program we must have. 

We do insist, however, that the size and nature of military assistance programs 
must not be permitted to detract from the importance nor limit the scope of 
economic aid or technical cooperation. For even if the Soviet threat were to 
disappear overnight, there would be a continuing need for large-scale economic 
aid to the less developed nations. 

While we cannot be blind to the political impact of economic aid, it is the height 
of folly for the United States to appear to tailor its foreign aid policies solely 
to political considerations. The fact is that our programs, much more than the 
Soviet’s, have been directed toward significant economic objectives. 

Unfortunately, however, our Government has tended to improvise hastily drawn 
up proposals following political events adversely affecting the United States, 
Thus, our recent tentative agreement to support regional development programs 
in the Middle East and Latin America, however worth while they may be, would 
seem to have reflected primarily a quick reaction to political crises and not a 
fresh look at the economic requirements of these areas. 

It is essential also that our economic assistance should be utilized so that to 
the maximum extent possible the great mass of the people in the underdeveloped 
countries derive tangible benefits from the economic growth fostered by our 
foreign aid. This is not always easy because extension of economic assistance 
does not give our officials license to infringe on the sovereignty of independent 
nations nor do we want such powers. 

Nevertheless, we must do everything possible to assure that the fruits of 
economic development are widely shared. One way of doing this is by encourag- 
ing the development of strong democratic trade unions in the underdeveloped 
countries. We should also provide technical assistance through our own agencies 
and the International Labor Organization for development of minimum labor 
standards and social welfare measures in countries which receive economic 
assistance. 

It is by such tangible evidence of concern for the welfare of the people of 
the underdeveloped countries and their aspirations for a better life that we can 
hope to win them to support of the forces of freedom and democracy. 


The Cuarrman. I would like the staff to ask the Under Secretary 
of State to be prepared to put into the record on Monday detailed 
analysis of the loan and repayment of foreign loans under the Marshall 
plan or other programs since World War II. I think the record 
ought to show what percentage of repayment has been developed. 

(See p. 1271 for laa supplied on this subject. ) 

The next witness representing the United Auto Workers, Mr. Victor 
G. Reuther, the administrative assistant to the president. 

Mr. Reuther, we are very glad to have you this morning. 

Mr. Revutuer. Thank you, Senator. 


STATEMENT OF VICTOR G. REUTHER, ADMINISTRATIVE ASSISTANT 
TO THE PRESIDENT, UNITED AUTO WORKERS 


Mr. Revruer. My name is Victor Reuther. I am the administra- 
tive assistant to the president of the United Auto Workers, and direc- 
tor of the international affairs ig srg of the UAW. 

I have, Mr. Chairman, a very brief prepared statement which I 


should like to submit for the record. I made this available to the 
reporter. 
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I merely want to call to your attention that in the advanced copies 
there were several typographical errors which I have corrected in 
the copy given to the reporter. 

The CuairmMan. That will be done. 


INTRODUCTION 


Mr. Reuruer. I want to thank you, Mr. Chairman and members of 
the committee, for the privilege of appearing again this year in sup- 

ort of the mutual security program, which our organization and its 
million and a half members have been consistent supporters of from 
the days when the Marshall aid program was first developed, and the 
years that have ensued since then, have, in our opinion, merely under- 
scored and strengthened the judgment which we, and the American 
people, made in those days in giving strong support to this program. 

Recent events have, in our opinion, made more urgent the expansion, 
the enlargement, the strengthening of this program, and I want to 
say to you, Mr. Chairman, and to your colleagues on the committee, 
especially Senators Humphrey and Kennedy, we want to express to 
you our appreciation for the initiative and the leadership you have 
taken in making practical and concrete proposals for further strength- 
ening this program, bringing the budgetary provisions more in line 
with what the realities require, and bringing the whole concept of the 
program in more realistic terms, taking it out of the kind of hit-and- 
miss approaches with the uncertainties of programs based upon just 
annual budgetary considerations, placing it on a more long-term basis. 

We believe your specific proposals, sir, brought a note of greater 
realism into this whole program. 

It is our very deep conviction that events in the last several years 
have demonstrated conclusively that it is in this area of the develop- 
ments of the economies particularly of the underdeveloped regions of 
the world, that this is the area of decision in which the future of free- 
dom and free institutions will be determined, and it is for this reason 
that we have felt all along the urgent necessity of giving greater 
emphasis to the economic aid and technical aspects of the mutual 
security program. 


SEPARATION OF ECONOMIC AND MILITARY ASSISTANCE PROGRAMS 


We have felt also, sir, that it is in the interests of our mutual 
security goals and objectives clearly to distinguish and separate the 
military, the defense aspects, the defense support aspects of the pro- 
gram from the economic aid and technical assistance. 

We believe that the false impression has been created by lumping 
these programs together over a period of a long time, the impres- 
sion has been created that the economic aid and technical aspects of 
our program have been more massive and more significant than they 
were in fact, and a clear separation, I believe, will make much clearer 
to our own people and others the exact extent of our commitment, and 
therefore make it much easier for the people who feel strongly about 
strengthening this program to express themselves. 

We also know that in the most critical and sensitive areas of the 
world, the lumping of the two programs together in far too many 
instances makes the economic aid and technical assistance programs 
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unnecessarily suspect, and the winning of the cause of freedom of 
these still uncommitted areas is vital to our whole goal and objective, 
and the clear separation of the program will make this objective much 
more easily attainable. 

The Cuarrman. When you say separation, it was a fact that the 
Senate did, as you recall, once approve of lumping the programs to- 
gether. I assume you mean taking the $1.6 billion out and putting it 
into the regular defense appropriation. 

Mr. Revuruer. I ould propose, sir, not only in terms of budgetary 
appropriations, but in the actual administration of the economic aid 
and technical assistance programs that it be clearly separated from 
the military assistance and the defense support programs. 

The CHartrman. Well, they would have to be coordinated under 
someone’s direction. As it is now administered, I believe that the 
primary administration is in the Defense Department and the Depart- 
ment of State acts as a coordinating agency, with the military actually 
determining how much and where the military assistance goes. 

Mr. Revruer. I would imagine, sir, that the real coordination would 
take place at the country or mission level and that the ambassador, 
as the spokesman of our Government, would play a very significant 
role in that kind of a coordination at the country or mission level. 

It has been our consistent feeling over the years that in this whole 
broad field of economic assistance and technical development, the 
international agency should be called upon to play a much larger 
role, and for this reason we have urged that the U.S. Government 
make a clear and significant commitment to the development of the spe- 
cial economic fund for economic development of the United Nations. 
Unfortunately, this has not been the case as yet, and we believe that 
We are missing a very real opportunity to provide leadership and 
encouragement to other nations that have resources and facilities to 


step forward and make them available. 


TRAINING OF TECHNICIANS IN UNITED STATES 


I should like, sir, to call your attention to one other point which 
our organization has mentioned each time it has had a representative 
before this committee. 

When we talk of economic aid and technica) assistance, we speak 
not alone of making dollars and material available. The human 
factor is a])-important, likewise, and we are increasingly concerned 
over the fact that the free nations of the world are not keeping pace 
with the totalitarian forces in terms of training competent people 
to assume the on-the-spot leadership responsibilities, especially in the 
underdeveloped areas of the world. Our own direct responsibilities 
in cooperation with free democratic non-Communist trade union 
groups around the world brings us into close contact with the steel 
workers in India who are working in the new steel mills being built 
there by economic aid and technica) assistance programs of different 
countries. : tae ; 

We are working very closely with workers and trade unionists m 
Africa, in Latin America, in the Far East, and all too frequently our 
concern is just with building a factory, making physical facilities 
available. But who shall man these, and more important, who shall 
train the people who will man them? 


| 
| 
| 
| 
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I recall with what difficulty we finally got the steel industry in the 
United States to agree to open its doors to train some steel techni- 
cians. They were worried about building competitive strength, et 
cetera, and I am pleased to say that the steel workers union was very 
much in favor of cooperating to that extent. But at the same time 
the Soviet Union was offering to train thousands of steel technicians 
for India’s steel mills, and of course, each of the technicians they 
train, sir, are trained in other regards as well. 

Our union repeated again when we appeared last year before this 
committee, that there was an urgent need for us to train a pool, a 
body of people who were competent not only as technicians, but were 
trained in the language, in the cultural backgrounds of the people of 
these areas. We suggested a scholarship program for 100,000 young 

eople from the United States giving assistance to be trained in the 
anguages, in the cultures of the countries to which they would be 
assigned, trained technically whether it be as engineers for indus- 
try or as doctors, as health experts, as teachers, as trade union ex- 
perts, as agricultural experts. This 100,000, this body of 100,000 of 
our best youth that would be trained would constitute a great reservoir 
from which our State Department, our international cooperation, 
international agencies, the United Nations and others, might draw 
for on-the-spot technicians to assist in the training of indigenous 
groups within these countries. 

This is an area in which we are tragically falling behind and one 
cannot, in 6 months, train the kind of technicians that are required 
in this field, and we would hope that somewhere along the line this 
committee and the agencies involved would give this serious thought 
and consideration, to the possibilities of setting in motion this kind 
of scholarship program. 

The Cuamman. Mr. Reuther, thank you very much for that. 1 be- 
lieve your time has expired. 

Mr. Reutuer. Yes. 


TRAINING PROGRAM LIMITED BY HOUSE APPROPRIATIONS COMMITTEE 


The CuHairman. I particularly liked your reference to a training 
program. I recall your mentioning it before, The difficulty with 
the existing program is not in this House, but in the other body 
where programs have been slashed every year since it started all the 
way from 10, 50, to 60 percent. 

Mr. RevuTuer. Perhaps, sir, if you could take the initiative on this 
in your body, it might stimulate some favorable response in the other 
side, as well, 

The Cuarrman. Well, under the existing training program, the 
authority is broad enough to do what you are suggesting. The trouble 
is getting the money to do it. We have had trouble even under exist- 
ing schedules in the House, The Senate last year and the year before 
authorized $30 million; the House cut it to $20 million on each 
occasion. 

Tn other words, the effort to expand the existing training program, 
the exchange program, has been limited by the lack of money provided 
by the Appropriations Committee of the House. 
40110—59—pt. 230 
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Mr. Reorner. I am sure if one single bomb fell on one of our cities, 
no one would be concerned about budgetary considerations, and | 
would think it rather tragic that we would respond only to that kind 
of crisis. 

The Cuarrman. Mr. Reuther, I think it is tragic, too, but if you 
can suggest how to move the committee in the House, I would like to 
hear how to doit. 

Mr. Reutuer. I think perhaps if the initiative and leadership is 
taken at your level, sir, I think that people who feel equally concerned 
will respond. 

The Cuarrman,. It was taken to the point where the Senate passed 
it. We did all that we could here, and in conference I had to exercise 
what persuasion I have on the committee in the House. I have been 
unable to find the key to persuade them to make another decision in 
this field. 

The Senator from Ohio. 


NATURE OF OPPOSITION TO MUTUAL SECURITY PROGRAM 


Senator Lauscue. Mr. Reuther, in reaching this judgment that the 
program should be supported, did you encounter much opposition as 
expressed in the mail and arguments during your meetings ? 

Mr. Reutner. Well, sir, there are some professional propagandists 
and those who I think have rather selfish motives who have been 
putting on full-page newspaper ads and been trying to encourage some 
of our own membership to get terribly discouraged about job oppor- 
tunities and have injected this issue into it, but ‘I would say there is 
great understanding among our own people that their own individual 
interests, their job opportunities depend upon the strengthening of the 
economies of other areas of the world with whom we must have trade 
relations and should have expanded trade relations, and that helping 
them improves their position as potential customers. 

After all, the countries that buy the most from the United States, 
our best customers abroad, are those countries that are highly de- 
veloped industrially. The worst customers are those whose economies 
are in very primitive condition. 

Senator Lauscue. Then the argument that we hear frequently that 
as a result of developing the economy of other nations, our workers 
and our economy will suffer, has been rather thoroughly considered by 
your officials and those who have listened to what you have to say? 

Mr. Revutner. It most certainly has, and we have come to the same 
conclusion that all others have who have chosen to examine the facts, 
that this kind of technical aid and assistance to help other countries 
develop their economies does not hurt us; but the reverse is true, it 
helps us. It helps us employmentwise in the United States, as well. 

Senator Lauscne. What procedure do you follow in formulating a 
judgment on an issue of this type? Do your locals take it up, or 
are the central officials authorized to act ? 

Mr. Revutuer. Well, this matter, along with other broad questions 
of national policy, is a matter of discussion in all of our local affili- 
ated unions, and a formal expression of policy is made in a democrat- 
ically elected convention which meets on the average every 2 years, 
with some 3,000 elected delegates in attendance, and this policy which 
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I have expressed today has been repeatedly incorporated in official 
resolutions adopted by our convention. 


INFORMING PUBLIC OF MUTUAL SECURITY PROGRAM 


Senator Lauscue. There are many of us here who feel that the gen- 
eral public isn’t adequately informed about the grave relationship 
that this program has to the security of our country, and the query 
is raised, how can the American public become better informed ? 

As I understand it, in your unions you have discussed this matter 
with its pros and cons, and have come up with the conclusion that 
the program should be supported. Is that correct 

Mr. Reurner. That is correct. 

Senator Lauscue. Do you have any comments to make about 
whether the public is adequately informed on the program? 

Mr. Reuturr. Well, I think it is significant that most of the public 
bodies that represent the sort of lay organizations in our society have 
expressed themselves openly and rather vigorously in support of this 
program. I am thinking of the great church organizations; I am 
thinking of educational groups, of farm groups, of trade unions, of 
women’s organizations, and so forth. 

I think tragically on this issue, as is the case in so many others, you 
have small groups, speaking numerically, who have private axes to 
grind, but who have the facilities of purchasing great newspaper ads 
who create the illusion of public discontent, and I just don’t think 
that is the case. 

Every expression of the American people from the time of Marshall 
plan aid, I think, has indicated that the American people want to share 
their technical resources, and their technical know-how, as a contribu- 
tion to building worldwide peace and understanding, and I think 
they ought to have that opportunity, and I think that anything that 
can be done to encourage them to speak out more openly and vigorously 
and more often on this would be advisable. Of course, we ought to 
also have more light and less heat on these kinds of questions. 

Senator Lauscue. Thanks very much. 

The Caarman. Thank you very much, Mr. Reuther. 

Mr. Reutruer. Thank you, sir. 

The CHatrMANn. We — your taking the trouble to come 
here and give us your views 

Mr. Revrner. Thank you very much. 

(The full prepared statement. of Mr. Reuther is as follows:) 


STATEMENT TO THE SENATE FOREIGN RELATIONS COMMITTEE BY ViICToR G. REUTHER, 
ADMINISTRATIVE ASSISTANT TO THE PRESIDENT, UAW, 1N SUPPORT OF INCREASED 
AUTHORIZATIONS FOR MUTUAL SECURITY APPROPRIATIONS FOR ECONOMIC AID, AS 
PROPOSED BY SENATORS FULBRIGHT, HUMPHREY AND KENNEDY, FOR U.N. TECH- 
NICAL ASSISTANCE AND SPECIALIZED AGENCIES 


Having appeared year after year in support of mutual security economic aid 
provisions which we believed and said were too small to do the job, it is with 
real satisfaction that I appear today on behalf of more than 1 million members of 
the UAW to endorse and support the proposal by Chairman Fulbright and 
Senators Humphrey and Kennedy for a substantial increase in the international 
economic aid program. 

In proposing that this program be stepped up to $1.5 billion a year for 5 years, 
we are glad to note, these Senators verify the nature, magnitude and duration 
of the challenge and the opportunity confronting us and other industrialized 
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“have” countries of the world as delineated in recommendations made to your 
committee by various task forces. 


ECONOMIC ASSISTANCE 


One of the soundest features of the proposal, it seems to us, is the recommenda- 
tion that economic aid no longer be treated on a hand-to-mouth year-to-year 
basis, as a stepchild of military aid and assistance, but rather as an independent 
long range investment in a sharing of the abundance resulting from automation 
and technological progress in this atomic age. 

Ever since the winter of 1948, when the trade unions of the United States 
recommended larger commitments to implement the Marshall plan, it has been 
our firm conviction that international economic cooperation is essential for 
closing the now steadily widening gap in per capita income between the indus- 
trially developed and the underdeveloped areas of the world. 

We can do this not by lowering our own but by helping them to raise their 
standards of living, their productive power and their purchasing power. 

This is the road to victory for free men in the contest that Communist im- 
perialism is forcing upon the peoples of the world. 

The areas of the world in which this contest is being waged are those having 
a per capita of $500 per year or less. These are shown in table 1 on the following 


ge. 

This is the battle map for what has been described as the only war we want 
to win, the war against poverty, hunger, disease, ignorance, insecurity, despair 
and desperation. 

Here listed on one page are the “have” countries who can help and the “have 
not” countries who need and must be given help if all of us are to survive in 
freedom: 
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Our union has long been committed to the proposition that the United States 
should lead the way in this field by dedicating up to 2 percent of our gross 
national product for a positive peace offensive. 

We believe we can meet our domestic and international obligations only by 
balancing both our human and material budgets at full production and full em- 
ployment levels and for as long as it may take to win. Tax loopholes can be 
closed and, if necessary, tax rates can be increased to put us On a pay-as-we-go 
basis over the next 20 years or longer if required. 


U.N. ASSISTANCE PROGRAMS 


Expressing our wholehearted support for such a stepped-up program of eco- 
nomic international development as is advocted in the Fulbright-Humphrey- 
Kennedy proposal, we want also to support the full amounts recommended for 
U.N. technical assistance and other specialized agencies, including the amount 
recommended for the U.N. special fund, now being administered by Paul Hoffman, 
who made such a brilliant success of the Marshall plan in the first critical years. 

We also reaffirm our strong belief in, and support of SUNFED (Special United 
Nations Fund for Economic Development) for which the special fund is a 
stop-gap substitute. As administered by Mr. Hoffman, the special fund will, in 
all probability, develop plans that, by their nature and magnitude, will show 
the need for both long-term low-incerest loans and grants of the SUNFED type, 
needed to build what the economists describe as the necessary “non-self-liquidat- 
ing economic infra-structure” that must be in place or in sight before conven- 
tional private or public investment will venture into the country in sufficient 
volume. 

We firmly believe, along with many others in both political parties, that more 
and more of the international economic development job should be assigned to 
the U.N. and affiliated multinational agencies. 

We endorse the statement already presented to you on behalf of the AFL-CIO, 
and the answers made therein to arguments for reducing foreign aid. 

As pointed out therein, from 75 to 80 cents of every dollar involved in the 
mutual security program has been spent in the United States, the program 
operates mainly in underdeveloped areas which provide us with many raw 
materials and minerals vital to our security and economy and more than 500,000 
U.S. workers owe their jobs directly to the mutual security program. 


DOMESTIC PROGRAMS 


Like the AFI.-CIO, we offer our support independently of action on adequate 
domestic programs. We recognize the brutal fact that many domestic programs 
vital to the welfare, strength and health of the American people and their 
economy are in danger of being butchered by the administration and the 86th 
Congress in the name of a balanced budget. 

We shall continue to fight for programs and appropriations adequate to meet 
these needs here at home at the same time that we step up our international 
responsibilities ; we will not engage in attempted reprisals against international 
economic cooperation programs because of votes cast against domestic programs. 

We again want to suggest that the Foreign Relations Committee cooperate 
with the Labor and Public Welfare and Armed Services Committees in using 
the current interest in overcoming our education deficits to develop a system 
of education that will meet the challenge in the present dimensions involving 
the issues of freedom or communism, peace or war. We must make certain 
that our developing human resources match the material goods we propose to 
make available to a needy world. 

As part of a boldly expanded economic aid and technical assistance program, 
and a rounded program to wipe out our shocking education deficits in terms of 
classrooms, teachers salaries and high school and college scholarship aid, we 
could establish a system of scholarships which would give 100,000 of our most 
promising graduates opportunity, if need be in lieu of military service, of join- 
ing an enlistment for peace for a period one year longer than the time required 
for military services. They would be trained in the fields of their choice and 
would be given an opportunity to use their abilities and skills taught in our 
educational institutions in a worldwide effort to raise the standard of living. 

These young volunteers for peace, trained in the languages, cultures and 
technical skills, required, would constitute a human reserve from which the 
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United Nations and the underdeveloped areas could draw in fighting com- 
munism, hunger, ignorance and disease, the positive side of the struggle against 
tyranny, old and new. 

The more young Americans we can make available throughout the world as 
technical missionaries with slide rules, with medical kits, with text books, to 
fight communism on a positive basis, the fewer young Americans we will need 
to send with guns and flamethrowers to fight communism on the battle fields 
of the world. The kind of education program we here suggest would make 
it possible to enlist thousands of young Americans in the rewarding struggle 
to win the peace. 

These trained and experienced young men and women would be a rich source 
of manpower for our State Department and other foreign service agencies. 

In regard to the most fundamental resource of all, food, we propose the estab- 
lishment, under the auspices of the United Nations, of regional granaries for 
the storing of world agricultural surpluses. These surpluses would consist 
not only of the foods and fibers which are available in surplus supply but also 
include the tools, the tractors, combines and the agricultural implements which, 
shared on a regional basis could help raise the nutritional standard in that 
region of the world. Thus, it will be possible to supplement the existing and 
traditional agricultural markets with supplies from regional granaries, thus 
assuring an actual increase in levels of food consumption. 

In this connection, we support Senator Humphrey’s food-for-peace bill, S. 
1711, and we hope your committee will hold early hearings on it so that action 
may be had at this session of Congress. 

Another area of current interest is in the application of the new developments 
of science. We can and we must develop a breakthrough in the application of 
new techniques in science for the purpose of raising the standard of living of 
people. It is not enough for the West to apply the great advances in science 
to their military potential. Unless the United States more vigorously applies 
its knowledge and know-how to the peaceful uses of the atom, the pledge and 
the hope of the atoms-for-peace program will fall flat. 

We can develop this science to bring benefits to even the most unskilled if 
we will apply our scientific know-how as vigorously to the peaceful use of the 
atom as we have to its military application. For example, relief from the 
present tensions can be brought to the arid and explosive Middle East if our 
existing technology is used to bring an increasing supply of fresh water by 
purification of sea water. 

This is the way to regain our lost standing and leadership among the free 
and uncommitted member nations of the U.N. and to make real progress in the 
vital job of mutual security on which survival of freedom depends. 


The Cuatrman. The next witness is Mr. Wallace J. Campbell, the 
director of the Washington office of the Cooperative League of the 
United States of America. 

Mr. Campbell, we are very glad to have you this morning. 

Mr. Campsect, Thank you, Mr. Chairman. 

The Cuarrman. Do you have a written statement? 

Mr. Campseti. Yes, I have. 

The Cuarrman. You may put it in the record, and make any com- 
ment on it you wish. 

Mr. Camrse.t. Fine; thank you very much. 


STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE, COOPERATIVE LEAGUE OF THE UNITED STATES OF 
AMERICA 


Mr. Campsett. Mr. Chairman, I think first we should identify our- 
selves by organization. 

The Cooperative League is very happy to have this opportunity to 

resent our views on this important matter. In light of the question- 
ing which Senator Lausche has presented to the previous witness, I 
would like to point out we cannot speak for every one of the 13 mil- 
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lion members of the Cooperative League, but that during the last 
10 years we have consistently had resolutions before our biennial con- 
gresses and before the policymaking bodies of all of our principal 
cooperatives on the matter of our economic and technical cooperation 
overseas. There have been no serious objections to the positions we 
have taken during this last 10-year period. There have been discus- 
sions throughout the movement and throughout the organizations, and 
I feel confident that the overwhelming majority of our members are 
firmly behind the position that we are outlining here today. There 
are 13 million American families who are in our organization. 

They represent farm supply co-ops, consumer food co-ops, rural 
electrification cooperatives, insurance, credit organizations, housing 
co-ops, and medical care co-ops. 

I think it even more important to demonstrate on the part of the 
organization that we mean what we are talking about by digging down 
into our own pockets to do something in the foreign field. 

The Cooperative League took the initiative in the organization of 
CARE in 1945. I served as chairman of the committee that organ- 
ized CARE. Our organization put up $30,000, which was matched 
by 30 other organizations who put up the money for the pipeline for 
the foodstuffs to go overseas. Our own organization has contributed, 
through its membership, something in the $1 million realm in food 
packages that have been purchased by our individual members. More 
recently we have concentrated our support through CARE in the 
self-help field. Our members not only believe in foreign aid, we want 
some of our money as taxpayers used for the foreign aid field, but we 
are willing to use our own money as well. The Cooperative League has 
put up money to send our own people overseas to serve as advisors in 
cooperative development to Laos, to Cambodia, to Italy, and other 
countries. This has been requested from the organizations in those 
countries who wished our help with their program. 

You have had a great deal of testimony before the committee, so 
I would just like to hit the high spots and underline the principles 
that are involved. 


LONG-RANGE MUTUAL SECURITY PROGRAM 


First, we would like to say that we feel the mutual security pro- 
gram can reach its maximum effectiveness only if there is a sufficient 
continuity for long-range planning. In this respect we are firmly 
behind the Fulbright amendments, which are now supported on both 
sides of the aisle. These would, in the statement of objectives, make 
it a national policy that mutual security is a long-run, continuing 
program. 

DEVELOPMENT LOAN FUND 


Second, we believe that the program should be large enough to have 
an impact on the world economic situation. As one of the points illus- 
trating the size that is required, we strongly support the Fulbright 
amendments for a 5-year authorization for the Development Loan 
Fund at $1.5 billion a year. We feel that is not too large a fund, and 
might even be inadequate. 
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We have discussed with officers of the Fund their applications 
for loans. They seem to be solid, and large enough so that they 
could easily use that amount of money effectively. 


EMPHASIS ON LOANS IN ECONOMIC AID 


Third, we feel that an increasing emphasis should be placed on 
loans rather than on grants in the economic aid field. For that reason 
we are strong supporters of the Development Loan Fund, the newly 
organized Inter-American Bank, the United Nations Special Fund, 
and we would actually be in favor of the much-maligned SUNFED, 
the Special United Nations Funds for Economic Development. We 
feel the same principles that are used in technical assistance through 
the U.N. niet apply with the development fund through the U.N. 
We would actually double our money by getting matching funds from 
other nations through a SUNFED program. 


LESS EMPHASIS ON MILITARY AID 


Fourth, we feel that an increasing emphasis should be placed on 
economic aid. We have supported the whole package of mutual 
security. We feel it would be more easily understandable, however, 
if the people could see this as two packages, a defense support or mili- 
tary aid program, and an economic assistance program. 

We feel a practical first step is outlined in the Fulbright amend- 
ments, which would authorize the President to transfer up to 30 per- 
cent of the funds from military aid to technical assistance and eco- 
nomic development at his discretion. 

This would authorize the President to move in these fields with more 
economic aid if that seems advisable. 


ASSISTANCE TO LATIN AMERICA 


We think it would be very practical, for example, to move that way 
in Latin America, where, obviously, in our judgment, the need for de- 
fense support and military assistance is not nearly as great as for eco- 
nomic assistance. 

If there are to be cuts in military assistance to Latin America, 
we would strongly urge that this be made in a transfer of the military 
aid funds to economic development and technical assistance funds in 
Latin America. We feel this would be a dramatic psychological 
move to make at the present time in Latin America. 


BILATERAL ECONOMIC PROGRAMS 


Fifth, every effort should be made to support multilateral, rather 
than bilateral, economic programs. 

There are limits in the amount of money that can be used through 
the United Nations, but we feel that the U.N. should be used to the 
maximum. 

I have repeatedly stated this position before the committee, and I 
don’t think we need to elaborate on it. The Food and Agricultural 
Organization, the World Health Organization, and other agencies are 


doing a magnificent job and should have our full support. 
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SELF-HELP OF UNDERDEVELOPED COUNTRIES 


Sixth, it is just as important for the people in the newly developing 
countries to build their own democratic institutions through whic h 
they may continue to help themselves as it is for them to have help in 
the first place. 

We feel that America’s basic institutions, its business type of enter- 
prise, its great farm organizations, labor organizations, cooperatives, 
educational institutions and others should be exported for “know-how” 
for people in other countries. 

I have gone into some detail in my written statement outlining the 
role that could be played by the rur al electrification co- ops, the credit 
unions, the purchasing and marketing co-ops, and housing co-ops in the 
housing field. 

PUBLIC LAW 480 


Seventh, with America’s great abundance of food on hand and still 
growing, we feel an even greater use should be made for food for 
peace. ‘Senator Humphrey and others have introduced amendments 
which we feel merit this committee’s strong support. We recom- 
mend an expansion of the Public Law 480 program. We feel that in 
connection with that, grants and loans of surplus foreign funds should 
be used by voluntary agencies and nonprofit cooperatives and other 
corporations to aid self-help efforts within those countries. 

We feel that the voluntary agencies such as CARE and the great 
religious organizations have done a tremendous job with the use of 
Public Law 480 foodstuffs. Six hundred and seventy million dollars 
worth of those foodstuffs have actually been moved overseas by the 
voluntary agencies. I serve on the board of CARE, which has dis- 
tributed about $100 million worth of those foodstuffs, itself. I have 
seen those surplus foodstuffs in hospitals, orphanages, and schools 
overseas, and know it is being used to the maximum effectiveness. 
It iscontrolled all the way through by the voluntary agency, where you 
cannot have similar control if a Government agency goes into a for- 


eign country. 


TRAINING OF PERSONNEL FOR CAREERS IN ECONOMIC AND TECHNICAL 
ASSISTANCE PROGRAMS 


Eighth and last, we feel that specific programs need to be developed 
for the training of personnel for overseas programs of technical assist- 
ance and economic development. In recent weeks we have seen refer- 
ence to the “cold war” as the equivalent of the “Hundred Years war” 
transferred to the 20th century. ‘This simile is a shocking one. Ob- 
viously, the “cold war” carried on for 100 years might very well destroy 
us as well as our enemies. 

The “cold war,” however, may last 100 years if we do not have ade- 
quate programs of economic development, and unless we focus our 
attention on a war against poverty and disease instead of a defensive 
war against communism. 

You are familiar with the quotation that is next in my paper. (See 
full statement.) I would like to conclude by saying that we would 
like to suggest that this committee give serious consideration to the 
possibility of providing “alternate service” for young men and young 
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women who reach the age of their military service. Such a step could 
free some of our ablest young people for a career in assistance overseas. 
The participants would have to be very carefully screened so we won't 

et adventurers in the = They w ould make commitments for train- 
ing, plus 8 years to 5 years of service overseas as an alternative for 
going into the Army or ioe or Air Force, or the women’s military 
organizations. 

These young people would have to be trained in foreign languages 
throughout their schooling period. They would be provided with 
training in sanitary engineering (which I don’t think is taught in many 
of our institutions sane in our country ); basic medical tec hniques. and 
educational techniques; agricultural techniques which they could use 
at the village level in the countries where they serve. These would be 
the low-level technicians who would get their teeth in the program 
overseas where they would go in at a village level for a minimum of 
3 years as alternate for their military service. 

‘We would like to suggest that this committee give some serious con- 
sideration and study to something of that kind, for there is a very 
great need to put the dedicated and able young people of this genera- 
tion to service in the whole world picture. 

Thank you very much. 

The CHatrman. Thank you very much, Mr. Campbell. That is a 
very interesting statement. 

Senator Lausche, do you have any questions? 


EXPANSION OF PUBLIC LAW 480 ACTIVITIES 


Senator Lauscue. I did want to ask a question or two about the 
expansion of activities under Public Law 480, 

It would probably be the zenith of humanitarianism to distribute all 
of our surplus. But in the approach to the problem of Public Law 
480, have you considered the problems that we are encountering 
through the complaints that are coming from Canada and France and 
Argentina that in the loose operation of Public Law 480 we are aiding 
the ruination of their domestic economy ? 

Mr. Campsetu. Yes, [am aware of that. 

Senator Lauscue. Would you mind discussing that? 

Mr. Camrsett. Yes. Our organization includes m: iny farmers who 
are keenly aware of this problem. We also are associated with organ- 
izations overseas in some of these countries that have these problems. 

We feel that we must sit down with those countries in working out 
our programs. We were very pleased that the President called a meet- 
ing of agricultural representatives of those countries, to meet within 
the last few weeks, to talk over some of those problems. 

This must be done in cooperation with the other countries, which are 
in the producing surplus categories. 

We feel that it is possible to control the distribution overseas by 
putting it in channels which would not constitute a normal market, 
either for our own agricultural products or those of the friendly coun- 
tries with whom we are associated. 

We feel, for example, that the use of the foodstuffs through volun- 
tary agencies could be expanded very, very greatly. 
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In the voluntary agency such as CARE—and I speak of CARE not 
in terms of it being more important than the other organizations, but 
just because I know more about it—we actually are able to send a team 
of American citizens into each country who supervise the distribution, 
That supervision goes right down to the hospital, the orphanage, the 
old people’s home, the school lunch program. We have such programs 
going in several countries so that we know this foodstuff is not being 
resold and going out into the black market, or getting into competition 
with a normal market. 

We also see that the country does not substitute any of these food- 
stuffs for something they would normally buy. Our contracts with 
the countries cover that matter. It is adhered to faithfully. 

We started this program only a few yearsago. CARE will distrib- 
ute $30 million to $40 million worth of agricultural surplus this year. 
It is conceivable that we could increase that tenfold. 

The National Catholic Welfare Conference, through its relief serv- 
ices, the Protestant organization, Church World Service, the Jewish 
organizations, the Friends, Brethren, Mennonites, the rest, all could do 
a great job in this field if this were part of national policy. 

There are questions of priorities availability of foodstuffs which are 
also very important. 

We feel that expansion of this part of the program could help reduce 
those surpluses. Also, we need a longer range commitment for use of 
surpluses. I mean by that 3 or 4 years, or maybe 5 years, with a 
contract seeing that the country that is the recipient uses this in 
places where it doesn’t compete with the market. 

John Davis, whom you know, made a study for the State Department 
about a year ago. He says we have a built-in agricultural surplus for 
at least 5 years, with $2 billion worth of agricultural surpluses a year. 
Even if we changed our whole agricultural policy today, we are stuck 
with that much of a surplus, created by our present policies. 

Senator Lauscur. Then the organizations which you represent 
recognize the validity of the argument that in the suggested expan- 
sion of the use of the surplus foods under Public Law 480, we must 
constantly recognize our responsibility toward the domestic economies 
of those nations that have surpluses and are wanting to dispose of 
those foods on the world market ? 

Mr. Campsetyt. That is right. 

Senator Lauscue. Thanks. 

The Cuarrman. Thank you very much, Mr. Campbell. We ap- 
preciate your taking the trouble to come here and give us your views 
this morning. 

Mr. Camrpseti. Thank you. 

(The full statement of Mr. Campbell is as follows :) 


TESTIMONY OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON OFFICE, COOPERA- 
TIVE LEAGUE OF THE U.S.A. 


The Cooperative League of the U.S.A. is very happy to have this opportunity 
to present to your committee its views on the pending mutual security legisla- 
tion. While it is impossible to speak for every one of the 13 million members 
of the Cooperative League, it is a pleasure for me to be able to report to this 
committee that our biennial congresses have gone on record at each of their 
sessions for the last decade in support of the general principles which are 
basic to our mutual security program. Specific reference has been made to 
all-out support for technical cooperation and economic development which will 
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help the people in the newly developing countries of the world to help themselves. 

The Cooperative League’s membership includes a very large number of 
American farm families who are members of farm supply cooperatives. Our 
membership also includes city cooperatives handling foodstuffs, gasoline and 
general merchandise. We also include cooperative housing and health associa- 
tions, rural electric cooperatives, insurance and credit organizations, and other 
types of cooperatives. These organizations are kept informed constantly of the 
positions we have taken in support of the mutual security program, and at no 
time have we had any serious criticism of the positions we have taken in support 
of America’s economic program overseas. 

As important as it is for an organization to pass resolutions, it is more im- 
portant to demonstrate its support for the general principles involved by doing 
something in this field. While our work has been small measured in monetary 
terms, the Cooperative League is proud of the fact that its overseas programs 
are a practical demonstration that it wants to do more in this field. Let me 
give you a few examples. The Cooperative League took the initiative in the 
organization of CARH, the Cooperative for American Relief Everywhere. We 
joined with other economic, religious, and relief organizations to put up the 
funds for the organization of CARE, and our members have contributed millions 
of dollars to the CARE programs in food relief, general relief programs, and 
particularly to the new self-help programs CARE is undertaking. 

The league also has men stationed overseas assisting the cooperatives in 
India, Italy, Laos, and Cambodia with their cooperative programs which are 
designed to increase the standard of living and to demonstrate practical demo- 
cratic processes which will help create a permanent basis for democratic life 
in those countries. 

This committee has heard a great deal of testimony on the mutual security 
program so we would like to limit our discussion today to certain specific points 
which we feel are of major consideration. 

First: We believe that the mutual security program can reach its maximum 
effectiveness only if there is sufficient continuity for long range planning. The 
loan and technical assistance programs should have enough permanence so 
that both our own personnel and the recipient countries can have assurance 
that our projects will be carried through to completion. A statement of the 
intent of the Congress would be of great help in the recruitment of the kind 
of people America must have overseas. They must win the respect, friendship 
and esteem of the people with whom we work. The Fulbright amendments which 
now have the support of important Senators on both sides of the aisle would 
make this intent abundantly clear. The Fulbright amendments have our 
wholehearted support. 

Second: We believe that the program should be large enough to have an 
impact on the world economic situation. This is particularly important in 
the countries which are so crucial to the long-range welfare of the world. The 
Development Loan Fund, for example, should not only have a 5-year authoriza- 
tion, as spelled out in the Fulbright amendments, but should have an authoriza- 
tion of $114 billion a year. The DLF has loan applications which have survived 
the screening processes for projects which would help to build a stronger and 
more democratic economy in the countries which would be served. 

This same principle of adequate support applies to the United States and 
United Nations technical assistance programs, the Special Projects Fund of the 
United Nations, the newly organized Inter-American Development Bank, and 
other institutions. 

Third: We feel that an increasing emphasis should be placed on loans rather 
than grants in the economic cooperation field. It is for this reason that we have 
been ardent in our support of the Development Loan Fund. We are eager to 
express our appreciation of the steps taken to create an Inter-American Develop- 
ment Bank. We support enthusiastically the United Nations Special Projects 
Fund which is now under the able direction of Paul Hoffman, former adminis- 
trator of the Marshall plan. We would be happy to give our support to the 
United Nations SUNFED program which has been so severely maligned and mis- 
interpreted. Actually SUNFED would apply the same principles to economic 
development through the United Nations that now apply to the technical assist- 
ance program carried on through the United Nations. Our contributions to that 
fund would be matched by the other countries of the world and would, there- 
fore, more than double the impact of our loans by encouraging funds from other 
granting countries and supporting local funds from recipient countries as well. 
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The general principle we wish to restate is that the process of loans establishes 
in the world mind our respect for the willingness and the abilities of the recipient 
countries to meet their obligations and to pay their own way eventually as these 
programs prove their effectiveness. 

Fourth : Increasing emphasis on economic aid should be a key to our long-range 
policy. The Cooperative League has consistently supported the complete package 
of mutual security, but we have had some reseravtions about the military assist- 
ance and defense support programs. We have not been experts in this field 
and have depended upon the judgment of experts who felt that these programs 
were essential. We feel strongly, however, that it would aid the public under- 
standing of our mutual security program if military asistance were more sharply 
divided from economic development and asssistance. We would be happy to 
support a two-package program, with the military assistance in one package 
and economic assistance in the other. 

A practical first step in this direction is included in the Fulbright amendments 
which would authorize the President to transfer up to 30 percent of the funds 
from military aid to technical assistance and economic development at his dis- 
cretion. This amendment would implement the growing sentiment for placing 
greater emphasis on economic cooperation. Military assistance can only “hold 
the fort.” Itis possible, however, that technical assistance and economic develop- 
ment could actually roll back the Iron Curtain by providing the technique for 
persuading people behind the Iron Curtain to move into patterns and institutions 
of Democracy which would offset or overthrow totalitarianism in those countries, 

We recommend that this committee give serious consideration to transferring 
the military assistance programs in Latin American countries to technical assist- 
ance and economic development. There is considerable sentiment for cutting 
our military aid to Latin America. This could best be done by a transfer of those 
funds to economic development in the same countries. Nothing would provide a 
more dramatic psychological victory for the United States than such a move. 

Fifth: Every effort should be made to support multilateral, rather than bilat- 
eral economic cooperation. There are limitations to the amount of funds that 
the United States can use effectively through the United Nations programs. We 
must not, at any point, overwhelm the United Nations by taking over its pro- 
grams. A matching formula, however, would give tangible support to the 
United Nations, and, at the same time, double the effectiveness of our contribu- 
tions in the economic cooperation field. 

This committee is very familiar with the work of the Food and Agriculture 
Organization, the World Health Organization, ILO, UNESCO, and the work 
earried on directly through the technical assistance programs of the United 
Nations itself. These need our continued and increasing support. We should 
also assist the Special Projects Fund, the UN Children’s Fund (UNICEF), and 
several multilateral programs which are outside the immediate orbit of the 
United Nations, including the Colombo plan program. 

Sixth: It is just as important for the people in the newly developing countries 
to build their own democratic institutions through which they may continue to 
help themselves as it is for us to help those countries in the first instance. 

America’s export should not be limited either to material goods or technical 
assistance. One of the greatest contributions we can make to the welfare of the 
world is to encourage the developing countries to build democratic economic 
institutions which will mobilize their strength in building their own prosperity. 
America’s greatness depends not only on its political democracy and on its free 

enterprise system, but also upon the great farm organizations, labor organiza- 
tions, cooperatives, educational institutions, and other institutions which 
mobilize day-to-day efforts of the people in their own behalf. 

Since cooperatives are an important factor in the American economy, and 
cooperatives as institutions are a growing type of the American economic life, 
we suggest that the encouragement of cooperatives be included in the oncoming 
drive to encourage private participation in international economic development. 

(a) Rural electric co-ops.—One of our most important economic institutions 
in American agriculture, for example, is the Rural Electrification Administra- 
tion. Through the REA nearly 4 million American farm families have secured 
electric light and power for the first time to give them greater comforts and 
greater productivity. More than 90 percent of this electrification program 
through the REA has been carried forward by farmer cooperative institutions. 

(b) Credit unions.—Another democratic institution which has done much for 
the welfare of America has been the credit union. It would indeed be helpful 
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if the Credit Union National Association could appear before this committee 
to tell its own story. CUNA has become international in scope and has helped 
in the formation of credit unions in many of the underdeveloped countries of the 
world. This is a dramatic story of helping people to help each other. These 
thrift and loaning organizations now serve more than 10 million American 
families. Well over $2 billion of resources have been mobilized in these credit 
unions. Through them people have increased their standard of living, produc- 
tivity, and their welfare by cooperative activity. 

(c) Purchasing and marketing cooperatives.—In any agricultural situation the 
cooperation of farmers through purchasing and marketing associations increases 
the standard of living of farm families by increasing the income to the farmer. 

(d) Cooperative housing.—In the housing field the technique of Federal insur- 
ance of private investment is a technique which might well be duplicated in 
other parts of the world. FHA insurance has been advanced for 5 million Amer- 
ican families who might otherwise have been unable to finance their own homes 
or to do so as effectively. An important part of the FHA program is the insurance 
of cooperative housing projects. Housing is greatly needed in almost every 
newly developing country. We owe it to those countries to help them build 
institutions through which they can finance more of their housing fur themselves. 

Seventh. With America’s great abundance of food on hand and still growing, 
we feel that even greater use should be made of food for peace. There are 
several amendments before this committee by Senator Humphrey and others 
which merit serious consideration. We recommend the extension of Public Law 
480 and its expansion in additional fields. Our food surpluses can well be the 
capital for world economic development. We would be happy to support the 
use of $1.5 billion to $2 billion per year in sales of food for foreign currencies. 
This would require authority to make long term, low interest loans to foreign 
countries to cover purchases of surplus farm goods. The agreements would 
guarantee delivery of specific goods over a period of 10 years and would permit 
repayment of the loans in dollars, services, or materials over a period which 
might be as long as 40 years. 

Repayments on present foreign currency loans could be used for grants to 
nonprofit making enterprises such as research, health, education and public 
welfare. We feel that there also should be grants and loans to voluntary agen- 
cies and nonprofit cooperatives for service in the recipient countries. 

The Humphrey bill would authorize direct grants of surplus food to foreign 
countries with chronic or recurring fund deficits, to encourage them to build 
up local reserves of food supplies. Such grants could be used to relieve chronic 
hunger and malnutrition through programs of the United Nations Food and 
Agriculture Organization. Loans to covperative organizations in those coun- 
tries could stimulate further growth of democratic institutions which have been 
so valuable in building the American agricultural economy and more democratic 
economy for the country as a whole. 

Under Public Law 480 a great quantity of American agricultural surpluses 
have been moved into the markets of the world. Even more important, sur- 
pluses which become a drug on the market here have been removed from our 
economy so that American agriculture can return to a more nearly normal pace. 

We commend particularly the use of agricultural surpluses through the volun- 
tary agencies as part of our foreign relief program. To date, American volun- 
tary agencies have used well over $670 million worth of foodstuffs which might 
otherwise have rotted. They have distributed these foods directly to people who 
would not otherwise be a market for agricultural products either of American 
agriculture or of the farmers of any other country. We are most familiar with 
the work of CARE, the Cooperative for American Relief Everywhere. During 
the last 6 years CARE itself has distributed nearly $100 million worth of agri- 
cultural surpluses. I have seen U.S. agricultural surplus distributed through 
CARE in use in orphanages, in schools, hospitals and other institutions in a 
number of countries where there is great need. 

The Cooperative League is proud to be one of the member owners of CARE. 
Murray Lincoln, president of the Cooperative League, served as president of 
CARE during its first 12 years of operation and is now chairman of its board. 
I served as chairman of the committee which organized CARE in 1945 and now 
serve as a vice president. CARE is owned by nearly 30 of the outstanding eco- 
nomic, religious relief, civic and educational organizations ef the country. Be- 
cause it operates as a people-to-people institution, CARE is able to make even 
more effective use of agricultural surpluses than the Government could do itself. 
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As a nongovernmental agency, CARE can supervise the distribution of surplus 
milk, wheat, corn and other products all the way to the point of consumption and 
make sure that the foodstuff is used for the purpose it was originally intended, 

CARE and other voluntary organizations have turned an economic liability 
into one of the most dramatic resources for American friendship in the areas of 
greatest need. These incidentally are also the areas where the blandishments of 
communism are the most difficult to resist. 

In a “Food for Peace Program” we should not overlook the possibility of 
placing ample quantities of our agricultural surplus at the disposal of the United 
Nations in its economic and social programs. 

Eighth: Specific programs need to be developed for the training of personnel 
for overseas programs of technical assistance and economic development. In 
recent weeks we have seen reference to the “cold war” as the equivalent of the 
Hundred Years War just transferred to the 20th century. This simile is a 
shocking one. Obviously the “cold war” carried on for 100 years might very 
well destroy us, as well as our enemies. The “cold war”, however, may last 100 
years if we do not have adequate programs of economic development, and un- 
less we focus our attention on a war against poverty and disease, instead of a 
defensive war against communism. 

At a great national conference of organizations here in Washington April 30, 
former President Harry Truman declared : 

“T have a suggestion to make. It is that we asa nation declare a war of our 
own—a war on poverty, hunger, ignorance, disease and despair. A war waged 
at home and abroad. A war waged with the fullest resources of the Nation. 

“T am confident that if we do that, we can avoid other forms of war, emerge 
triumphant over so-called communism—which is not communism but just plain 
dictatorship. Then we could build a peaceful and a free world. I am confident 
that in this course lies the greatest hope and promise of our civilization.” 

If we are to fight a war against poverty, ignorance, and disease, we can only 
do it if we have the trained manpower to do that job. We would like to suggest 
that this committee give serious attention to the possibility of providing “alter- 
nate service” for young men and young women who reach the age of their mili- 
tary service. Such a step could free some of our ablest young people for a 
career in assistance overseas. The participants would have to be carefully 
screened. They would make commitments for training, plus 8 to 5 years of 
service overseas as an alternative to their presently required military service, 
These young people would be trained in our educational institutions with special 
language training, plus training in the basic ingredients for assistance to people 
in villages and other communities in the newly developing countries. This 
should include sanitation engineering, basic health programs, agricultural, and 
educational programs which can be put to work at the village level by young 
men and young women moving in and living in the village for a period long 
enough to have an impact on the people and the economy of the area they serve, 
Such a program could provide manpower and harness the dedication, intelli- 
gence and abilities of a new generation who can save the world only by freeing 
it of hunger, ignorance, poverty, and disease. 

May I express to the committee, on behalf of my organization, our apprecia- 
tion for the opportunity to express our views on this important legislation. 


The CuarrMan. The next witness is Mrs. Martha Briscoe, the direc- 
tor of the League of Women Voters of the United States. 

Mrs. Briscoe, we are very happy to have you. 

Before you start, Mrs. Briscoe, I would like to ask the representa- 
tive of the State Department to remind the Department, and specifi- 
cally the Under Secretary of State, that we hope he will be able to 
give the committee the position of the President on next Monday— 
we discussed this when he was here before, and we have not yet 
received any communication from the Department—with regard to 
the amendments which I, along with some of my colleagues, introduced 
some time ago which were just referred to by Mr. Campbell. 

Mrs. Briscoe, you may proceed in your own way. 

Mrs. Briscor. Thank you, Senator. 
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STATEMENT OF MRS. JOHN D. BRISCOE, A DIRECTOR OF THE 
LEAGUE OF WOMEN VOTERS OF THE UNITED STATES 


Mrs. Briscor. Iam Mrs. John D. Briscoe, a director of the League of 
Women Voters of the United States. 

In testifying in support of the economic and technical assistance 
portions of the proposed mutual security program for fiscal year 1960, 
the League of Women Voters wishes to express with renew ed convic- 
tion its belief that an adequately financed and effectively administered 
economic aid program is of crucial importance to the achievement of 
this country’s long-range foreign policy goals. 

During the past year, league members in a thousand communities 
throughout the United St: ates have been engaged in an intensive study 
and overall evaluation of U.S. foreign policy i in order to understand 
and carry out more effectively citizens’ responsibilities in the different 
area of foreign policy. We have examined as realistic: ally as possible 
the complex interdependent world in which we live, and in which our 
policies in relation to other countries must be formulated. We have 
attempted to envisage, with equal realism, the kind of future world in 
which the values we Americans consider indispensable will have the 
best chance of surviving. We have then considered what specific poli- 
cies seem most likely to assure the achievement of the world we want, 
given the facts of the present world we have. 

Out of this study has emerged more clearly than ever before the 
certainty that the continued freedom, stability, and prosperity of this 
country can best be assured by policies that promote the progressive 
achievement of these same goals by peoples everywhere. 


SUPPORT OF ECONOMIC AND TECHNICAL ASSISTANCE 


In this perspective, economic, and technical aid to the world’s newly 
developing countries looms up as a primary and direct means for 
achieving our long-range objectives. This kind of aid should not be 
used merely as an incidental tool in the cold war or as a prop to our 
military security. The continued military threat of the Communist 
countries and the so-called ruble war give a sense of urgency to the task 
of helping build viable economies and enduring democratic institu- 
tions in the countries of Asia, Africa, Latin America, and the Middle 
East. But we would have to face this task even if Communist Russia 
and Communist. China did not exist. We are only deluding ourselves 
if we suppose that the need will disappear with the lessening of ten- 
sions, either through reduction of armaments or through the negotiat- 
ing of agreements | on the political issues of the cold war. Any such 
improvements in the world political climate might make it easier for 
us to finance programs of economic aid, by lessening the burden of 
military security. But they would not remove the urgency of the need. 

An equally dangerous delusion is the belief that the task of aiding 
these countries is a luxury that can and should be postponed until we 
can better afford it through reduced defense costs. The urgency and 
dimensions of the need are given dramatic emphasis by the fact that 
in some of the countries now receiving aid, the differential between 
their standard of living and that of the Western nations is actually 
increasing rather than decreasing. Uninterrupted and increased as- 
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sistance is required if we are merely to “hold the line” in the battle 
for higher living standards. 

The economic and technical assistance funds requested for mutual 
security amount to only about 2 percent of the total 1960 fiscal budget, 
and less than one-third of 1 percent of our gross national product, 
This fact is obscured by including them in the mutual secur ity pack- 
age with the funds for military assistance. We should prefer to see 
them presented separately and debated on their own intrinsic merits 
by Congress and ey the public. It is this segment of the proposed 
mutual security program for 1960 that we wish to discuss. 


SUPPORT OF DEVELOPMENT LOAN FUND 


We approved the setting up of the Development Loan Fund in 1957 
as a sound means of providing capital for development projects 
through long-term loans, and we believe its resources should be 
strengthened rather than decreased. The available capital has al- 
ready been “loaned up,” and something like a billion and a half in 
requests are already pending. 

The $179.5 million included for bilateral technical cooperation 
would continue the point 4 programs at about the present level, with- 
out allowing for any expansion of the important work made possible 
through technical assistance. 


BILATERAL ASSISTANCE PROGRAMS 


Of particular importance is the $30 million requested for the 
U.S. contribution to the U.N. technical assistance program and the 
special fund set up by the last session of the U.N. General Assembly. 
Though this is one of the smallest items in the whole mutual security 
program as proposed, it is one of the most significant because it rep- 
resents a beginning toward expanding our “participation in inter- 
national economic aid efforts. 

We believe that an increasing proportion of the funds we spend 
for economic aid and technical assistance should be channeled 
through international institutions and agencies, because of the many 
special advantages inherent in multilateral programs. They spread 
the costs and the responsibility among many participants. They 
have access to qualified personnel from many nations. They are often 
more acceptable than bilateral programs because they are free from 
political, military, or propaganda implications. 

The Senate’s own special committee held that economic aid to the 
developing countries is an indispensable element in our foreign policy. 
This finding has been re: affirmed by one report after another by many 
recent Government and private groups after examination of our 
foreign aid programs. The recently issued preliminary report of the 
Draper Committee acknowledged that the current administration 
request is a minimum figure and suggested that perhaps next year it 
should be increased. Some reports have recommended greatly in- 
creased funds; almost none have recommended smaller amounts. 
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cee 
REQUISITE PRINCIPLES OF A MUTUAL SECURITY PROGRAM 


The league agrees with these judgments. However, we do not as- 
sume that larger authorizations and appropriations will automatically 
assure a satisfactory program of economic and technical aid. What- 
ever the level of financing, we believe certain other requirements are 
necessary to serve our purposes effectively. These requirements can 
be met only by the sustained and combined efforts of the Congress, 
the administration and the American public. 

From here on I should like to summarize the rest of the statement. 

The national council of the league which met earlier this month 
endorsed the principles stated in the amendments to the mutual se- 
curity legislation proposed by you, Senator Fulbright. We believe 
that the economic aid and technical assistance programs must be con- 
ceived in long-range terms, not as emergency stopgap operations 
geared to the fortunes of the cold war. 

An adequate program requires imaginative, positive and coordi- 
nated administration, one that will consider needs of each country 
requesting help in the light of our overall objectives. 

Since the aim would be to promote the balanced growth of each 
country, each program should be tailored to the needs of that country 
after assessment or how much the country can do for itself. 

The combination of technical assistance and loans and grants should 
be arrived at in the light of this purpose. To plan and put into effect 
such programs requires not only reliable and adequate financing, but 
also able leadership, coordination of the agencies and organizations to 
which our economic and technical aid is applied and cooperation with 
the programs of other nations and international bodies. 

It also requires coordination with other U.S. programs affecting our 
foreign policy such as exchange of persons, disposal of agricultural 
surpluses, and trade agreements, to name only a few. 

One other requirement for a satisfactory total program is an ade- 
quate flow of information to the public. Much good information has 
been collected, notably the Senate Select Committee To Study the 
Foreign Aid Program. But the general public, whose support for 
foreign aid is so much needed, doesn’t even know its exists. 

We see this dissemination of information as a must if tax money is 
to continue to be channeled through loans or through technical as- 
sistance to the developing countries. 


CONCLUSION 


To sum up our statement, we regard the total amount requested for 
economic aid and technical assistance as a modest enough figure by any 
standard, and urge that it be authorized and appropriated in the full 
amount of $7.5 billion for the fund at the rate of $1.5 billion annually, 
as proposed by you, Senator Fulbright. 

We on that the United States could afford far more than this 
amount for a total program that would effectively assist new nations 
in moving toward greater economic and political maturity. 
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SUPPORT OF INCREASED TAXES TO CARRY ON AID PROGRAMS 


The Cuarrman. Thank you very much, Mrs. Briscoe, for a very 
clear statement. 

What do you think would be the attitude of the members of the 
league toward paying increased taxes if they were necessary to pro- 
vide the money for the increased programs? 

Mrs. Briscoe. I think they are sufficiently realistic to recognize that 
this might well be the price they would have to pay, and that they 
would be willing to do so. 

The Cuairman. Senator Lausche, do you have any questions? 


BOND ISSUANCE 


Senator Lauscue. Yes, I have one or two questions. 

I am bothered by this proposition concerning the issuance of $1.5 
billion worth of bonds. I think there are now pressures before the 
Congress which, if adopted, would require the issuance of ‘Treasury 
bonds in the sum of about $7 billion for the next year, and my fear is 
that if we require the Treasury Department to try to sell $7 billion 
of bonds, there will be tremendous difficulty in the sale of them. The 
interest rate to be paid will be great, and it will further frighten the 
citizenry about the future value of our dollar. 

I would like to ask you the question whether your league consid- 
ered at all what is going to happen if we start ‘throwing more and 
more bonds into an already overburdened American market. 

Mrs. Briscor. I recognize the fact that the members of the League 
of Women Voters in the United States, 125,000 strong, are not authori- 
ties on the bond market. 

However, I believe in considering the financing of this, the league 
members would agree that this is not so vast a program that it would 
have the frightening impact, which your question seems to imply. 

Senator Lauscue. I appreciate deeply the laudable work that the 
League of Women Voters has done on this subject. I think the 
have spearheaded the drive in acquainting the American public wit 
the need for maintenance of the mutual security program. I want to 
maintain it. But when you recognize that they are urging that we 
finance the highway program—— 

Mrs. Briscor. Not the League of Women Voters isn’t urging any- 
thing about the highway program, Senator. 

Senator Lauscue. It is being urged that we finance it out of the 
sale of bonds; the housing program out of the sale of bonds; this mu- 
tual aid program out of the sale of bonds. 

One taken by itself is not significant, but when you accumulate 
them, and tell the Treasury, “Now , zo out and sell the American pub- 
lic $7 billion worth of bonds,” what the impact will be upon our dol- 
lar is frightening to me. 

Mrs. Briscor. Senator, I would be very happy if the league had 
studied the housing program and the highway program, but. they 
haven’t, so we cannot make any comment on that. 

Senator Lauscue. I have asked for a report from my assistant to 
show what bills are pending this year asking that programs be financed 
out of the sale of bonds. 
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The Cuarrman. To make the record a little clearer, I don’t think 
the amendments require the Government to sell bonds; if there is ade- 
quate money in the Treasury they won’t have to sell bonds. 

Wouldn’t you say the League of Women Voters takes this position: 
as a matter of priority you would put this program ahead of some 
of the other programs—that perhaps our national security would be 
as important as bigger roads for bigger automobiles. Would you 
think that might be a position ¢ 

Mrs. Briscogz. I think I would be justified in saying that the league 
would feel strongly that we need a rearrangement of our public 
priorities. as 

The CHarrMANn. You would rate some of our activities a little more 
important than others, and if there isn’t enough money you might 
defer one or the other programs rather than this. Would that be 
your answer ¢ 

Mrs. Briscor. I am quite confident it would be, Senator. 

The CuarrMan. I was inclined to think that it is probably their po- 
sition. 1 don’t think that I am, or anyone else is, insisting that they sell 
bonds. This is a normal traditional way of financing activities of 
this kind. 

For example, our domestic RFC program, when money was needed, 
was authorized to raise it by a public debt transaction. That didn’t 
require them to sell any particular amount of bonds at any particular 
time. 

THE FULBRIGHT AMENDMENT 


IT am advised that under the amendment which has been offered by 
me and other members of the committee, the impact upon the Treas- 
ury for the next year would probably be no different from that under 
the existing bill. 

What would happen is that as the program developed along ma- 
terial bases, this amount would be required in the future, and it would 
build up so that the overall amount over 5 years would probably total 
several billion dollars. But the immediate impact would not. be that 
sum. You would not need the appropriation for that amount even if 
we followed the other procedure of appropriating. 

However, it is true that if we don’t levy enough taxes to balance 
the budget, then if this program is authorized, bonds would have to 
be sold. ‘There is no doubt about that. Otherwise, we wouldn’t have 
the money. 

Senator Lauscue. lf the Senator will yield, 1 want to correct my 
statement that an appropriation of $7 billion out of the general fund 
would be contemplated. Your program would envisage an increase of 
only $800 million, bringing it up to $1.5 billion, and allowing for the 
sale of bonds if the money is not available. 

The CHamman. They would be sold only when needed. 

The State Department estimated that in the way these programs 
have developed in the past. probably the first year wouldn’t be any dif- 
ferent under either program, but as you went along and made plans 
which came into fruition, of course, it would be more. 

Thank you very much, Mrs. Briscoe. We are very happy to have 
had you here. 
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(The full statement of Mrs. Briscoe is as follows:) 


STATEMENT TO THE SENATE FOREIGN RELATIONS COMMITTEE BY Mrs. JoHN 
BRISCOE, A MEMBER OF THE BOARD OF DIRECTORS OF THE LEAGUE oF 
WoOMEN VOTERS OF THE UNITED STATES 


In testifying in support of the economic and technical assistance portions of 
the proposed mutual security program for fiscal year 1960, the League of Women 
Voters wishes to express with renewed conviction its belief that an adequately 
financed and effectively administered economic aid program is of crucial im- 
portance to the achievement of this country’s long-range foreign policy goals. 


SUPPORT OF ECONOMIC AND TECHNICAL ASSISTANCE 


During the past year, league members in a thousand communities throughout 
the United States have been engaged in an intensive study and overall evalu- 
ation of U.S. foreign policy in order to understand and carry out more effectively 
citizens’ responsibilities in the difficult area of foreign policy. We have ex- 
amined as realistically as possible the complex interdependent world in which 
we live, and in which our policies in relation to other countries must be 
formulated. We have attempted to envisage, with equal realism, the kind of 
future world in which the values we Americans consider indispensable will have 
the best chance of surviving. We have then considered that specific policies 
seem most likely to assure the achievement of the world we want, given the 
facts of the present world we have. 

Out of this study has emerged more clearly than ever before the certainty 
that the continued freedom, stability and prosperity of this country can best be 
assured by policies that promote the progressive achievement of these same 
goals by peoples everywhere. 

In this perspective, economic and technical aid to the world’s newly develop- 
ing countries looms up as a primary and direct means for achieving our long- 
range objectives. This kind of aid should not be used merely as an incidental 
tool in the cold war or as a prop to our military security. The continued mili- 
tary threat of the Communist countries and the so-called ruble war give a sense 
of urgency to the task of helping build viable economies and enduring demo- 
cratic institutions in the countries of Asia, Africa, Latin America and the 
Middle East. But we would have to face this task even if Communist Russia 
and Communist China did not exist. We are only deluding ourselves if we 
suppose that the need will disappear with the lessening of tensions, either 
through reduction of armaments or through the negotiating of agreements on 
the political issues of the cold war. Any such improvements in the world 
political climate might make it easier for us to finance programs of economic aid 
by lessening the burden of military security. But they would not remove the 
urgency of the need. 

An equally dangerous delusion is the belief that the task of aiding these 
countries is a luxury that can and should be postponed until we can better 
afford it through reduced defense costs. The urgency and dimensions of the 
need are given dramatic emphasis by the fact that in some of the countries now 
receiving aid, the differential between their standard of living and that of the 
western nations is actually increasing rather than decreasing. Uninterrupted 
and increased assistance is required if we are merely to “hold the line” in the 
battle for higher living standards. 

The economic and technical assistance funds requested for mutual security 
amount to only about 2 percent of the total 1960 fiscal budget, and less than 
one-third of 1 percent of our gross national product. This fact is obscured by 
including them in the mutual security package with the funds for military assist- 
ance. We should prefer to see them presented separately and debated on their 
own intrinsic merits by Congress and by the public. It is this segment of the 
proposed mutual security program for 1960 that we wish to discuss. 


SUPPORT OF DEVELOPMENT LOAN FUND 


We approved the setting up of the Development Loan Fund in 1957 as a sound 
means of providing capital for development projects through long-term loans, 
and we believe its resources should be strengthened rather than decreased. The 
available capital has already been “loaned up,” and something like a billion 
and a half in requests are already pending. 
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The $179.5 million included for bilateral technical cooperation would continue 
the point 4 programs at about the present level, without allowing for any expan- 
sion of the important work made possible through technical assistance. 


SUPPORT OF BILATERAL ASSISTANCE PROGRAMS 


Of particular importance is the $30 million requested for the U.S. contribution 
to the U.N. technical assistance program and the special fund set up by the last 
session of the U.N. General Assembly. Though this is one of the smallest items 
in the whole mutual security program as proposed, it is one of the most signifi- 
cant because it represents a beginning toward expanding our participation in 
international economic aid efforts. 

We believe that an increasing proportion of the funds we spend for economic 
aid and technical assistance should be channeled through international institu- 
tions and agencies, because of the many special advantages inherent in multi- 
lateral programs. They spread the costs and the responsibility among many 
participants. They have access to qualified personnel from many nations. They 
are often more acceptable than bilateral programs because they are free from 
political, military, or propaganda implications. 

The Senate’s own special committee held that economie aid to the developing 
countries is an indispensable element in our foreign policy. This finding has 
been reaffirmed by one report after another by many recent Government and 
private groups after examination of our foreign aid programs. The recently 
issued preliminary report of the Draper Committee acknowledged that the cur- 
rent administration request is a minimum figure and suggested that perhaps 
next year it should be increased. Some reports have recommended greatly in- 
creased funds; almost none have recommended smaller amounts. 

The league agrees with these judgments. However, we do not assume that 
larger authorizations and appropriations will automatically assure a satisfactory 
program of economic and technical aid. Whatever the level of financing, we 
believe certain other requirements are necessary to serve our purposes effec- 
tively. These requirements can be met only by the sustained and combined 
efforts of the Congress, the administration and the American public. 


SUPPORT OF FULBRIGHT AMENDMENTS 


The national council of the League of Women Voters, at its meeting in May 
1959, endorsed Senator Fulbright’s proposal for amending the legislation now 
before this committee. League representatives from 48 State leagues adopted 
the following statement: 

“The national council of the League of Women Voters endorses the principles 
set forth by the proposed Fulbright amendments to the mutual security program 
for 1960. This endorsement constitutes support for an expanded program of 
U.S. economic assistance. 

“The League of Women Voters believes that economic development aid is 
both wise and essential if we are to achieve the kind of world we want in which 
security, prosperity and freedom will prevail. For many years we have sup- 
ported appropriate proposals to sustain and enhance the economic and tech- 
nical assistance programs of the United States and the United Nations. 

“The amendments proposed on April 24 by Senator Fulbright and others are 
designed to clarify the objectives of the mutual security program and to in- 
crease the effectiveness and scope of the Development Loan Fund. The De- 
velopment Loan Fund has been of particular interest to us as a means to provide 
the developing countries with loan capital which may be repaid in their own 
currencies, thus supplementing the loans available from the World Bank and 
other hard-currency institutions. 

“We specifically approve the Fulbright amendments because: 

“They will emphasize the constructive, positive goals of economic development 
without ignoring the necessary purpose of military security. They will intro- 
duce greater flexibility by giving the President discretionary authority to transfer 
as much as 30 percent of military aid funds to economic aid programs. 

“They will expand economic aid by providing $7.5 billion for the Development 
Loan Fund at the rate of $1.5 billion each year. 

“They will improve effectiveness by making possible long-range planning over 
a period of up to 5 years. 

“They will provide for financing the Development Loan Fund by the same 
banking methods used for financing the Export-Import Bank and our contribu- 
tion to the World Bank—that is, from the sale of Government bonds. 
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“We would like to emphasize our belief that the mutual security program, 
even with the addition uf the Fulbright proposals, is not the whole answer to 
the needs of the newly developing members of the world community. We see 
this task as one which calls for the combined efforts of all nations, and we 
hope that efforts will be continued to develop and coordinate the multilateral 
institutions and mechanisms necessary to do the job adequately. 

“In the meantime however, we see an expanded Development Loan Fund and 
U.S. technical assistance as necessary for meeting the immediate needs of the 
developing countries and as consistent both with existing international pro- 
grams and with the future development of adequate international means.” 

In other words, we maintain that the program must be conceived in long- 
range terms, not as an emergency, year-to-year, stopgap operation geared to 
the fortunes of the cold war. If the primary objective is, as we conceive it, the 
successful emergence of the newly awakening nations as mature, reliable, co- 
operating members of a free-world community, then we must recognize the task 
as one that cannot be completed in a year, or a decade. The economic and 
social problems which the developing countries must solve to achieve stability 
and prosperity are problems that can be met only by long-range, comprehensive 
planning and by disciplined effort. Correspondingly, the only kind of aid that 
makes sense is aid that encourages and supports such planning and effort rather 
than sporadic “shots in the arm” that may actually do more harm than good, 
by putting a premium on quick results and arousing extravagant hopes that 
cannot be fulfilled. 

We are coming more and more to the realization that an adequate program 
of economic and technical aid, as we see it, also requires imaginative, positive 
and above all, coordinated administration of the various programs. Ideally, 
such an administration would consider the needs of each country requesting help 
in the light of our overall policy objectives, and then work with its government 
a total program designed to achieve the maixmum results, mobilizing the coun- 
try’s own resources as fully as possible and adding whatever combination of 
loans, grants, and technical services seemed best calculated to promote the 
balanced growth of the recipient country. 

To plan and put into effect such programs requires not only reliable and 
adequate financing, but also leadership of a high order of dedication and skill, 
both in the top administrative posts and in the personnel selected to carry out 
the various programs. It requires coordination of the multiple agencies and 
organizations through which our own economic and technical aid is supplied, and 
it requires cooperation with the many programs of other nations and of inter- 
national bodies. It requires the careful relating of economic and technical aid 
programs to the other programs affecting U.S. foreign policy ; such programs as 
exchange of persons, disposal of agricultural surpluses, and trade agreements, to 
name only a few examples. It requires, above all, a steady and clear commit- 
ment to the ultimate purpose—the development of free and prosperous societies, 
able and willing to cooperate harmoniously with other peoples in the closely knit 
economic and political life of the modern world. 

We recognize that the responsibility for providing this kind of leadership rests 
with the Executive, and that the role of Congress and of the American public 
must be a limited one. We believe nevertheless, that both the Congress and 
private groups such as the League of Women Voters can do much to encourage 
and insist upon adequate progress toward the basic goals envisaged, and that it 
is our responsibility to do so. 


KEEPING PUBLIC INFORMED ABOUT MUTUAL SECURITY PROGRAM 


We would like finally to suggest another requirement if we are to have a satis- 
factory total program of economic and technical aid. This is an adequate flow 
of information to the public concerning the programs. We believe that public 
apathy or opposition to foreign economic and technical assistance is due largely 
to ignorance concerning the objectives, the scope, and the actual performance of 
the programs now being carried out. The excellent studies prepared by the 
Senate Special Committee To Study the Foreign Aid Program, for example, pro- 
vided a mine of important information that not only showed in detail what has 
been done through technical assistance and other programs, but also clarified 
and sharpened the goals which they are designed to achieve. But how many 
Americans actually learned anything from this monumental study? We suspect 
only a handful. The average citizen forms his opinions on the basis of frag- 
mentary bits of news tossed out by radio or TV commentators, or in an occa- 
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sional newspaper headline. He may be troubled by reading a fictional treatment 
of the subject, such as the Ugly American, but he has access to no balanced, 
comprehensive account of the facts in a form he can understand. We do not 
know how the facts can be made available, but we call attention to the problem 
as one that should be of deep concern to all of us. 


CONCLUSION 


To sum up our position with regard to the proposals for economic aid and 
technical assistance for 1960: we regard the total amount requested for these 
purposes (less than $1.5 billion) a modest enough figure by any standards, and 
we believe it should be authorized and appropriated in full. We believe the 
United States could afford far more than this amount for a total program that 
would effectively further the purpose of assisting to economic and political 
maturity the new nations whose future is so inevitably intertwined with our 
own. To this purpose we subscribe without reservation. 

Whether or not the programs proposed in the 1960 mutual security program 
will in fact serve this purpose effectively, depends upon many factors: upon the 
clarity with which goals are defined and their implementation planned ; upon the 
degree to which the various individual programs can be coordinated into an 
effective whole; upon the dedication and wisdom of the people who direct and 
carry out the programs; upon the understanding with which the American 
public supports the effort. Sustained attention by the Congress and by inter- 
ested citizens as well as by the administration can do much to affect the out- 
come in all these respects. But without adequate financing, no effective program 
is possible, and it is this first essential that we urge upon you at this point. 
We hope that the authorization for the economic aid and technical assistance 
programs in the proposed mutual security program will be promptly approved. 

The CuHamman. The next witness is Mr. John C. Lynn, legisla- 
tive director of the American Farm Bureau, accompanied by his As- 
sistant Director, Mr. Herbert E. Harris. 

Mr. Lynn, we are glad to see you again. You have appeared every 
year since this program was started, and you always make a good 
contribution. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, THE 
AMERICAN FARM BUREAU; ACCOMPANIED BY HERBERT E. 
HARRIS II, ASSISTANT LEGISLATIVE DIRECTOR 


Mr. Lynn. Mr. Chairman, we would like to file this statement for 
the record, if we may, and brief it and spend our time primarily on 
two points, if we could. 

The Coarrman. That is fine. 


SUPPORT OF MUTUAL SECURITY PROGRAM 


Mr. Lynn. We are happy to come back and support the mutual 
security program. We have our detailed recommendations as to the 
authorizations as an attachment to this statement. You will readily 
see that we are recommending money at about the same rate as was 
appropriated this current year. 

Ve are convinced that if we are to continue to have public support 
for this program, we are going to have to reduce the amount of 
money involved. We believe sincerely that the amount of money can 
be reduced and not impair the effectiveness of the program. We will 
elaborate on that a little more later. 








1132 MUTUAL SECURITY ACT OF 1959 


PUBLIC FUNDS VERSUS PRIVATE ENTERPRISE IN UNDERDEVELOPED COUNTRIES 





If I might, then, I would like to spend our limited time talking 
about the Development Loan Fund. Wesupported the idea of putting 
economic aid on a loan basis. We still support the idea. 

However, we supported the idea on a somewhat different con- 
cept than that which apparently has been used in administering this 
Development Loan Fund. 

We start with this thesis, that we will never solve this international 
problem in the underdeveloped areas, the need for expansion of these 
economies, through public funds. Somehow, we must get private 
funds involved in this if we are to do the job. We don’t “believe the 
American taxpayers will support the appropriation of the funds neces- 
sary to do the whole job. Our funds should be used to assist in gen- 
erating additional funds, | 


SUBSTITUTION OF DEVELOPMENT FUND LOANS FOR EXPORT-IMPORT AND 
INTERNATIONAL BANK LOANS 


Now, last year the administration asked for about $625 million for 
9 


DLF. The Congress appropriated $400 million, and the administra- | 
tion went ahead and virtually committed $625 million. The Congress 
now has restored through a supplemental appropriation about $150 | | 
million. 


Let us describe to you, if we may, how we think the Development 
Loan Fund should be utilized. 

Let us take, for example—that is the best way for me to understand | 
it—Country “X” which is in need of a fertilizer plant. It has a deposit 


‘ 
of phosphate rock, let us assume. c 
The International Bank, the Export-Import Bank, or a private 
investor, might be interested in developing this plant and this deposit, ' 
but there is need for a 25-mile railroad, let us say, into this deposit { 
and into this plant. t 
We visualize the Development Loan Fund being available to help ‘ 
the country—or the company—to build the railroad in order to entice, 
induce, make more attractive, the idea of private investment or invest- h 
ments through the regular banking channels. We consider those to I 
be the International Bank and the Export-Import Bank, as well as | 4, 
private sources. 
Now, it seems to us that if this Development Loan Fund is used | p 
as a substitute, and we are under suspicion that it is now being used 
as a substitute, for the utilization of these so-called bankable institu- « 
tions with a harder loan policy, we will do a disservice. We ought to t] 
encourage these countries to do these projects on the basis of the t] 
soundest kind of loan. a 
The Cuatrman. Do you have in mind any specific instances that lead p 
you to this conclusion ? w 
Mr. Lynn. We have the same list that you do. We were very s 
much impressed with the insertion in the Congressional Record that 6 
Senator Ellender made, and we believe that there is much evidence th 
in the presentation that he made that would lead one to believe that w 


much of these loans may have been made by institutions other than the 
Development Loan Fund. ey 
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DISCUSSION OF ADMINISTRATIVE DEFECTS 


The CuatrMan. In order that the officials of the department who 
are responsible for this administration might rebut your views, if 
they can, would you mind being more specific so that they would be on 
notice as to what you think proves this point? I am not aware of it. 
For the record, I would think it would be useful if you could say what 
has persuaded you to this view, and then if there is an answer they 
would be in position to answer it or admit this has happened. 

Mr. Lynn. We would like to insert this into the record. We have 
met, Senator Fulbright, with the administrators of this Fund on two 
occasions, and have tried to outline to them, using their own figures—— 

The CnarrmMan. What did they say about it? 

Mr. Lynn. Well, they did not put up a great defense of the 
operation. 

The CuAarrMAN. You mean they admitted they were doing it ? 

Mr. Lynn. No, they did not admit it, Mr. Senator. “This is a new 
agency, a new adventure,” they say, “and naturally we perhaps will 
make some mistakes.” 

The Carman. It certainly is contrary to the intention of Con- 
gress if the Development Loan Fund is supplanting the Ex-Im Bank 
or the International Bank. You know that we didn’t intend that to 
be the case. 

Mr. Lynn. No, we firmly believe that is so. 

The Cuairman. Then it isa defect in administration. 

Mr. Lynn. I think the law is very explicit in this connection. 

The Cuairman. That is right. Therefore, if you believe that in any 
specific cases they have violated the law, we would like to have you 
cite those cases. 

Mr. Lynn. We do not believe, Senator Fulbright, that the coordi- 
nation between the Ex-Im Bank and the Development Loan Fund, 
for example, is as good as it should be. You are in a position to know 
this far better than we. However, we do try to work very closely 
with both of these agencies 

The Cuarrman. I know Mr. Black very well and see him often. I 
have never heard him say or complain that the Development Loan 
Fund is taking his business; not once has he ever given that opinion 
tome, and I think he would if he thought so. 

Mr. Lynn. In regard to the Ex-Im Bank, have you had such a re- 
port from them ? 

The Cuatrman. I don’t believe I have ever discussed it one way 
or the other, but I will be very glad to inquire about it. I have heard 
them complain that sometimes the International Bank has trod on 
their toes; there has been considerable jealousy between those two 
agencies. I don’t recall ever hearing the officials of the Export-Im- 
port Bank complain about the DLF, but I will inquire about it. I 
would want to make this distinction, that the Export-Import Bank is 
a specialized agency whose particular responsibility is the promotion 
of the sale of American products. Now sometimes there enters into 
this particular operation a little different approach. The borrower 
wishes greater freedom where he spends his money—you know that. 

Mr. Lynn. Oh, yes, we don’t have any objection to that. How- 
ever, we very much support the Export-Import Bank. 
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The Cuarrman. I am not contesting you and saying there are no 
examples, because I don’t know. All I want is information on this 

oint. 

Mr. Lynn. We will supply you with the type of information that 
we have that would indicate our position. 

The Cuarrman. All right. 

(The following information was subsequently submitted for the 
record :) 


In reviewing the information available on loans made by the Development 
Loan Fund as of March 31, 1959, it becomes obvious that there are a number of 
projects represented which would be suitable for at least partial private finane- 
ing or financing through “bankable” loan institutions. 

The committee, of course, has available to it a great deal more information 
concerning the Development Loan Fund operations than do we. We have at- 
tempted to list the examples of the type of projects which we feel should be 
financed, at least partially, through private or “bankable” loan institutions. We 
believe that it would be appropriate for the committee to carefully scrutinize 
such projects to ascertain whether or not such financing was in fact applied 
for and/or obtained. 

It is of basic importance that the maximum amount of coordination should be 
attained between the operation of the Development Loan Fund and the Export- 
Import Bank. 

The following are examples of the type of projects which we make reference 
to. (This list is based on the complete list contained in the Congressional 
Record, April 30, page 6438, inserted by Senator Allen J. Ellender, Democrat, 


Louisiana. 
COUNTRY AND LOAN DESCRIPTION 


I inns Sawmill expansion. 
Nigeria. 21 Apapa warehouse. 
Satanic. doch iw Cotton textile mill. 
rere Esparto pulp factory 
Yugoslavia___-_-. Nitrogen fertilizer plant. 
Diesel locomotives. 
Groeten Nitrogen fertilizer plant. 
sim stieon’s Steel for private projects. 
Capital equipment for private industry. 
OE = nx Zonguldak coal development. 
Plastics and related chemicals plant. 
oso ee TongYang cement plant. 
BRIwWORs 0-4 Cement plant. 


Ingalls-Taiwan Shipbuilding. 
Byproducts coke oven. 
Aluminum Corp. 


Bolivia........- Sugar mill. 
Guatemala__-__-_- Rubber production. 
Kenaf bag factory. 
Paraguay__--_--- International Products Corp. (ranching, meatpacking, 


quebracho). 


The committee may well find that several of these loans did make possible 
additional private and “bankable” financing. For example, the loan to Guatemala 
for rubber production and the loans to Taiwan for cement plant, Ingalls-Taiwan 
Shipbuilding and byproduct coke over, seem to have utilized private financing 
to an appropriate degree. However, we sincerely believe that a larger number 
of projects could have been financed through private or “bankable”’ loans had the 
criteria recommended in our statement been utilized on the granting of loans; 
that is, that the first priority should be given to loans for projects where it can 
be clearly demonstrated that such loans will in fact make possible additional 
financing through private investors, the Export-Import Bank, or the Interna- 
tional Bank for Reconstruction and Development. 


Mr. Lynn. Now, if the Development Loan Fund is utilized in this 
manner, then we think it can be of real assistance. 
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AMENDMENT SUGGESTED BY FARM BUREAU 


We would hope that the committee report, and we suggest. specific 
language on page 7 of our statement, would make the intentions of 
Congress clear. We would recommend that section 202(a) be amended 
by inserting before the period the following: 

First priority shall be given to loans for projects where it can be clearly 
demonstrated that such loans will in fact make possible additional financing 
through private investment, the Export-Import Bank, or the International Bank 
for Reconstruction and Development. 

We believe this will simply give added emphasis to the original 
language in the law as the Congress set up the Development Loan 
Fund. 

We would hope also that the report would have sufficient language 
to indicate that the committee means by “first priority” that the 
primary use of the Development Loan Fund should be directed toward 
those projects that would generate funds from other sources, such as 
the example we attempted to use in the case of the fertilizer plant 
and the railroad. 

Then, we have one other specific recommendation to make in con- 
nection with this Fund. We would hope that the committee report 
would also indicate that at least 25 percent of these funds should be 
used through private channels of investment and private enterprise. 

We recognize some of the dangers in earmarking a specific amount, 
but at least, Mr. Chairman, the report should make clear that it is 
the intention of Congress that first consideration be given, our major 
consideration be given, to the use of private investment. 


U.S. PARTICIPATION IN ASSISTANCE PROGRAMS OF INTERNATIONAL AGENCIES 


Within our time, if you would allow, I would like Mr. Harris to 
discuss very briefly another aspect of the mutual security program 
that we have a tremendous interest in, 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mr, Chairman, we have expressed to this committee 
before our real concern in turning over large sums of our economic 
development money, our public fund, to international agencies for 
economic development loans, soft loans, if you will, sir. Our Gov- 
ernment policy has been against SUNFED. We have expressed 
this as a country a number of times. 

Supposedly, in order to combat SUNFED a motion was introduced 
at the United Nations, which we believe was made broad enough 
through various means, to include any authorization that you would 
need to in fact establish a SUNFED. The language itself says that 
the funds could be used for systematic and sustained assistance in 
fields essential to the integrated technical, economic, social develop- 
ment of the less developed countries. The resolution also makes 
clear that the only reason it is limited to technical assistance work 
now is because of the lack of funds. 

Now, the director of the Fund has made statements, a number of 
statements in recent months saying that he feels that at least $35 mil- 
lion worth of public funds should be made available through this 
method. We are opposed to SUNFED; we are opposed to this fund in 
its present form because we think it is the inauguration of SUNFED. 
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We think this special fund creates a real danger of our economic 
development funds being subjected, at least partially, to the influence 
of Soviet Russia and her satellites. We cannot see any basis for the 
reasoning that Russia would put her funds into any sort of a multi- 
lateral fund unless it was somehow going to advance their strategy 
or extend their influence over underdeveloped countries. We feel that 
Russia has only one motivation in this regard and that it is a preda- 
tory one. We feel that we are being pretty naive if we help them 
to accomplish this objective. 

We realize that commitments have been made at the United Nations 
which makes it difficult for Congress to legislate on this point this 
year. But we would hope that at least we will not expand our con- 
tributions to this special fund until a real study has been made as 
to its desirability. 

The Cuarrman. Thank you very much. 

I wonder if the Senator from Ohio would take the chair. I have 
an appointment with the hospital association members in my office 
right now, and I shall have to be away for at least 30 minutes, 

Senator, will you act as chairman for the rest of the morning. Iam 
certain we won't finish the list of witnesses, so I suggest that after 
luncheon we come back to the room in the Capitol. I think the Senate 
may be voting this afternoon. 

The witnesses who are not heard this morning may come back to 
the committee room in the Capitol at 2:30. We hope to hear all 
of them. The room number is F-53 in the Capitol. 

It is probable that we can finish only up to the Farmers Union, and 
the others who come after that will be heard this afternoon. 


EXPANDING FEDERAL ACTIVITIES THROUGH TREASURY BOND SALES 


Mr. Lynn. Mr. Chairman, this concludes our statement. We will 
be happy to try to answer any questions you may have. 

Senator Lauscue (presiding). The question goes to either one of 
you. 

Have you given any thought to this expanded program of financing 
Federal activities through the sale of Treasury bonds? 

Mr. Lynn. We certainly have, sir. 

Senator Lauscue. May I hear your views? 

Mr. Lynn. In the first place let me make it clear we would not be 
for the sale of Treasury bonds to finance the Development Loan Fund 
as has been recommended. We think the amount of money we recom- 
mend to be made available for this fund, if utilized as per our 
recommendation, is sufficient. 

However, there is a great danger as we look to the future in com- 
mitting ourselves through the sales of Government bonds or deficit 
financing or otherwise in greatly expanding these programs. If we 
get ourselves committed, as you implied earlier, up to $8 billion or 
some such amount, there is little likelihood that we could avoid 
continued inflation. 

Senator Lauscne. I would like to hear your comment on my 
remark that it would increase the burden of the selling of the 
bonds, and it would increase the adverse impact that an overdebted 
public fund has on the value of the currency. 
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Mr. Lynn. Well, there is no question in my mind, sir, that it is 
true that it will have a tremendous impact on our ability to even sell 
these bonds and to the cost of financing our Government. Certainly 
as we go further in debt and further commit the United States to 
deficit financing, we are debauching our currency. 

Senator Lauscue. I think that is all I have. Thank you very 
much. 

Mr. Lynn. Thank you. 

(The prepared statement of Mr. Lynn and Mr. Harris is as 
follows :) 


STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION PRESENTED BY JOHN 
©. Lynn, L&GISLATIVE DrIREcTOR AND HERBERT E. Harris II, ASSISTANT 
LEGISLATIVE DIRECTOR 


The American Farm Bureau Federation appreciates this opportunity to 
present its views with regard to several aspects of the mutual security 
program. 

Farm Bureau supports in principle the mutual security program; however, 
we believe substantial savings can be made in the $3,930 million requested 
by the administration without impairing the effectiveness of the program. 

The proposed savings we recommend in the mutual security program will 
still provide authorizations at about the level of the appropriations made by 
the Congress for this year. 

We recognize the need for sound fiscal policy and a balanced budget, 
and will continue to make recommendations for appropriations dealing with 
other parts of the budget consistent with sound fiscal policy. We have ree- 
ommended to the Appropriations Committees dealing with agriculture sub- 
stantial reductions in the forward authorization for programs directly sf- 
fecting farmers. 

It is becoming increasingly clear that inflation is our most serious eco- 
nomic problem. Farmers and ranchers have experienced in recent years a 
price-cost squeeze. Since increased costs rather than reduced receipts have 
been the principal elements in this squeeze, farmers are determined to work 
aggressively for a balanced Federal budget. They know an unbalanced buég- 
et is a major factor contributing to this inflationary threat which should pe 
of concern to all citizens. 

We will encourage labor and business to work with us toward a balanced 
budget, feeling as we do that all of us must make sacrifices to check inflation 
and to achieve a sound economy. We emphasize agriculture’s readiness to bear 
its share of the adjustments which must be made. We will continue to press 
for action in the Congress, where the major responsibility lies, to modify agricul- 
tural legislation so as to steadily reduce the role of Government in individual 
farming operations. 

Farm bureau’s 1959 policies adopted by the voting delegates in 48 States, 
Puerto Rico, and Hawaii state: 

“The United States must demonstrate to the world that a dynamic, expanding, 
competitive capitalism is a major factor contributing to the more abundant life 
that people everywhere are seeking. For an economy to be dynamic and ex- 
panding, goods and capital must flow freely. This requires world trade and 
world investment.” 

We feel that one of the paramount factors that will give strength to the free 
world is a high level, mutually advantageous international trade. We have 
given vital support to the reciprocal trade agreements program and continue 
our firm belief that two-way mutually advantageous trade is preferable to 
unilateral transfers by the United States through grants or excessivly long-term 
credit. 

Private investment is essential to the development of the free world. We 
sincerely hope that proposals to encourage the expansion of U.S. private invest- 
ment will be carried out in such a manner as to expand the opportunities for 
private investment. We do not believe the ready availability of public funds in 
the nature of long-term soft loans is compatible with this objective. Countries 
who refuse or do not see the necessity to establish economic and political policies 
which encourage private investment should not have recourse to public funds. 
The availability of public funds under such conditions does receiving countries 
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an injustice by encouraging them to continue unsound economic policies that 
discourage private investment and economic growth. 

Farm bureau's 1959 policies directly relating to the mutual security program 
state: 

“The mutual security program represents an effort to unite the nations of the 
free world as partners in the struggle for a lasting peace. We should continue 
to stand ready to support constructive assistance to (1) friendly countries that 
show a willingness to use such assistance properly and (2) peoples in other 
areas of the world who are striving to obtain their freedom, provided such 
assistance will help them gain their freedom and not perpetuate their oppression, 
Programs should be designed to assist in the development of projects that wil] 
make a lasting contribution to the economy of the cooperating country. 

“Proper safeguards should be taken (1) to avoid waste and the disruptive 
effects of projects not geared to the economies of cooperating nations and (2) 
to prevent the initiation of projects which encourage socialism and stifle free 
enterprise. 

“Assistance to underdeveloped countries must emphasize those political and 
economic principles which foster individual initiative. 

“Economy is essential. We, therefore, support this program only to the 
extent that it is directed toward the effective achievement of its primary purpose 
of securing lasting world peace.” 

For several years Farm Bureau has presented annually to this committee a 
very detailed and comprehensive statement regarding the mutual security pro- 
gram. Each year we have made concrete recommendations to the committee 
that we thought would be helpful in improving this program. In our statement 
this year we are including specific recommendations for further improvement 
in the program. We are suggesting a total appropriation of $3,100 million. 
This is a reduction of $830 million from the request made by the administra- 
tion. (See attachment: Recommended authorizations for mutual security pro- 
gram. ) 

PUBLIC LAW 480 PROGRAM 


We believe that there could be a better utilization of the funds accumulating 
as a result of the Public Law 480 program (the Agricultural Trade Develop- 
ment and Assistance Act) and that more consideration should be given to the 
proper utilization of such funds. According to our best information there is 
over $1,900 million in foreign currencies accumulated under this program that 
could be used for economic aid. In determining the level of economic aid, it 
should be borne in mind that these funds are available for loans and, where 
possible, the mutual security dollar appropriations should be decreased. 

We commend the Congress for giving added emphasis to loans rather than di- 
rect economic aid. It seems to us that there is little need for direct economic 
aid except in unusual circumstances. 


MILITARY ASSISTANCE 


Military aid should assist our allies to build their own defense resources 
and thereby reduce their dependence on the United States for military goods 
and personnel, 

The administration requests $1,600 million; we recommend $1,500 million. 
For the last several years we have recommended and Congress has appropriated 
funds for military assistance substantially less than has been requested by the 
administration. For example, last year the administration requested $1,800 
million. Farm Bureau recommended $1,500 million and Congress appropriated 
$1,515 million. It is truly remarkable that even with the reduced appropria- 
tions each year since fiscal year 1955, expenditures for military assistance 
under the program have remained almost constant, ranging from $2.2 to $2.6 
billion. Despite the $300 million reduction in military assistance last year, the 
estimated expenditures were $100 million over the expenditures in fiscal year 
1958. The carryover at the end of fiscal year 1958 was $3.4 billion. 

Farm Bureau has stated in the past that the carryover on this program was 
excessive. As this committee recalls, fiscal year 1954 began with a carryover 
of $8.5 billion. The substantial reduction in this carryover illustrates the 
soundness of Farm Bureau’s position. We recognize the progress which has been 
made in reducing this carryover to reasonable proportions. We believe that 
the administration request can be reduced by $100 million without impairing the 
effectiveness of the program. We further recommend constant vigilance in 
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this program to assure that military equipment be provided so as to strengthen 
the military posture of the free world’s defense against Communist aggression. 
We are sure that this committee is aware of examples where this equipment 
could be utilized in a vastly different manner. Certainly we must guard against 
the increasing possibility of the friction between countries of the free world 
by expanding their armaments through U.S. grants. 


DEFENSE SUPPORT 


We recognize that defense support is by and large direct economic aid under 
another naine. The administration’s request of $835 million for fiscal year 
1960 is $85 million more than was appropriated for the current fiscal year. 
Farm Bureau recommends that the authorization for this item be $520 million. 
We have seen the authorization for defense support remain at a consistently 
high level for a number of years. We doubt that such vast sums of U.S. capi- 
tal can be injected into the economy of the principal recipients of this aid with 
beneficial results. 

From July 1, 1945, to June 30, 1958, for example, total Government grants 
and credits to Korea, Taiwan, and Vietnam have exceeded $4.4 billion excluding 
all direct military assistance programs. Usually waste follows a program which 
is based on the unsound principle that the United States can somehow insure the 
economic stability of countries, irrespective of the domestic economic policies it 
adopts. 

‘here may be, for example, instances where countries insist on maintaining 
a larger military establishment than that recommended by our own Defense 
Department. Under such situations, we feel that defense support funds should 
be withheld from them on a proportionate basis. Otherwise, we are placing 
the United States in the position of supporting the maintenance of military 
establishments in excess of the needs that are determined by our own military 
experts. 

So long as the U.S. Government continues to show a willingness to provide 
these tremendous grants of aid on a continuing basis, we cannot expect the 
recipient countries to assume an increasing share of the responsibility for de- 
fense or economic growth. 

We believe that an appropriation of $520 million for this purpose for the 
forthcoming fiscal year, if properly utilized, is adequate. 


DEVELOPMENT LOAN FUND 


We supported the establishment of the Development Loan Fund because it 
was our understanding that it would be used sparingly and that other sources 
of credit would be utilized to the maximum before request was made through 
this source. 

The administration last year asked for $625 million for this Fund. The Con- 
gress appropriated $400 million. In spite of this action by the Congress, which 
we supported, the administrators of this Fund, for all practical purposes, com- 
mitted $625 million. We were disappointed that the Congress adopted a sup- 
plemental appropriation of $150 million. We believe that the $400 million ap- 
propriated last year was suflicient; and we believe that the administration was 
wrong in committing this Government to more than the Congress had appropri- 
ated, even though the Conference Report seemed to go a long way in giving 
the administration a green light to commit more funds than were appropriated. 
Since this tended to commit a new Congress, we think this is unsound legislative 
procedure. 

The budget request is for $700 million. We recommend $500 million, with 
the understanding that the supplemental appropriation made for the current 
fiscal year be deducted from this amount. 

Economic aid should emphasize loans rather than grants. It should be made 
clear that public loans are limited and that such loans are an unsatisfactory 
substitute for private investment. The Development Loan Fund, established 
under the mutual security program, should be used only after it has been clearly 
demonstrated that financing is not available through private investment, the 
World Bank, the International Finance Corporation, or the U.S. Export-Import 
Bank. Development loan funds should be made available only where it is 
clearly demonstrated that the recipient country is prepared to follow national 
economic policies which promote private enterprise investment to the maximum 
extent. We believe that there are now established sufficient sources of credit, 
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both bilateral and multilateral, to meet the needs of countries desiring loans for 
economic development. Where credit in the nature of economic aid is provided, 
the United States should exercise direct control over disbursements. 

Farm Bureau policies have long recognized the fundamental importance of 
private investment to economic development of underdeveloped countries, 
Where public funds are provided they should be in the nature of supplements 
rather than substitutions. We have visualized the Development Loan Fund 
as a method by which additional bankable loans would be made possible. 


RECOMMENDATIONS CONCERNING DEVELOPMENT LOAN FUND 


We recommend that the Development Loan Fund only make credit available 
when such credit can be used as a means for making additional financing avail- 
able through private investment or through established ‘“‘bankable loan” institu- 
tions. “Soft loans” are an expedient and must be administered with caution 
and prudence, otherwise, a disservice may be done to the recipient. 

In addition to limiting funds available for loans from the Development Loan 
Fund, we recommend that section 202(a) be amended by inserting before the 
period the following: “first priority shall be given to loans for projects where it 
can be clearly demonstrated that such loans will in fact make possible additional 
financing through private investment, the Export-Import Bank, or the Inter- 
national Bank for Reconstruction and Development.” 

The additional language suggested in section 202(a) would give first priority 
to loans for projects that will make possible additional financing through the 
established banking institutions, both public and private. For example, country 
“A” needs a fertilizer plant. This country might have a deposit of phosphate 
rock where the plant should be located, but there would need to be built 20 
miles of railroad line into such a site. We will assume that neither the Inter- 
national Bank, nor private investors would want to build the railroad; however, 
the above institutions might have indicated that they would finance the develop- 
ment of the phosphate deposit and build the necessary fertilizer plant, if the 
country in question would provide the rail facilities. Under the proposed amend- 
ment to section 202(a) the Development Loan Fund would give first priority to 
a loan for the construction of the rail facilities. 

By “first priority” it is intended to mean—and we believe the committee report 
should so indicate—that even though there are pending other loans where the 
DLF would be required to put up all of the financing, such a loan as described 
above would take priority over all other applications. This is using the Devel- 
opment Loan Fund for true economic development by assisting in the generation 
of bankable, repayable loans. This would be a demonstration of how govern- 
ment financing, through the DLF could bring together governments and private 
investors in a most appropriate way. 

We have grave concern that due caution is not being exercised to avoid the 
making of loans for projects which could have been financed through other 
established lending agencies. We urge the committee to make a thorough 
examination of this point. 

During the present session of Congress, Farm Bureau has supported the in- 
crease in the U.S. quota to the International Monetary Fund of $1,344 million. 
This would bring the U.S. share to $4,125 million. We further have supported 
the increase in the United States subscription to the World Bank from $3,175 
million to $6,350 million. In 1955 we supported the establishment of the Inter- 
national Finance Corporation with an available capital of some $100 million. 
We believe these institutions provide important sources of credit to the countries 
of the free world. 

Farm Bureau has given vigorous support to the Export-Import Bank. The 
Bank is now authorized to have loans and guarantees outstanding at any one 
time of $7 billion. The Export-Import Bank became the first public agency, 
either national or international, to arrange credits for large-scale economic 
development throughout the world. It has authorized loans of over $10 billion 
in some 1,600 individual credits and encouraged more than $1 billion in private 
investment abroad. 

All of these institutions have been tested by time. They have proved success- 
ful largely because of the sound operating procedures which they have es- 
tablished. They are, in most cases, making sound bankable loans. 

It is our view that unless the funds available through the Development Loan 
Fund are reasonably limited, the effectiveness of the lending institutions which 
are making sound bankable loans will be severely impaired and curtailed. The 
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careful work being done, for example, by the Bank, the Fund, and the Export- 
Import Bank of persuading countries to adopt reasonable economic and political 
policies could be negated through an abundance of soft loans too freely given 
through the Development Loan Fund. 

Despite the fact that the Development Loan Fund was originally presented 
as a means to provide private enterprise with needed capital, we would estimate 
that not more than 10 percent of the loans made by the Development Loan Fund 
have been, in fact, to private enterprise. 

Section 202(b) of the Mutual Security Act of 1954, as amended, states: 

“The Fund shall be administered so as to support and encourage private in- 
vestment and other private participation furthering the purposes of this 
title * * *. The provisions of section 955 of title 18 of the United States Code 
shall not apply to prevent any person, including any individual, partnership, 
corporation, or association, from acting for or participating with the Fund in 
any operation or transaction, or from acquiring any obligation issued in con- 
nection with any operation or transaction, engaged in by the Fund.” 

We believe that Congress adopted this language for the specific purpose of 
encouraging loans to private enterprise rather than on a government to govern- 
ment basis. We feel that this principle is still sound. It has not been properly 
implemented. We believe that the committee will agree that at least 25 percent 
of the funds provided in fiscal year 1960 for the Development Loan Fund should 
be used for loans to private investors. The Development Loan Fund should not 
be used as a means to encourage socialism by expanding the nationalization of 
industries in underdeveloped countries. The Farm Bureau feels that private 
competitive enterprise has been the basis for the tremendous strides that the 
United States has taken in the economic field. We feel that the underdeveloped 
countries of the world should be encouraged to take the maximum advantage 
of the benefits of this system that has worked so well for us. The United States 
must not be a part of leading underdeveloped countries down the dead end 
street of socialism. We therefore recommend that this committee’s report make 
clear that at least 25 percent of the funds provided in fiscal year 1960 for the 
Development Loan Fund should be used for loans to private enterprise. 


BILATERAL TECHNICAL COOPERATION 


Technical assistance should be continued as an important part of our foreign 
policy. The primary objective of this program should be to aid underdeveloped 
countries to develop their manpower and natural resources and expand their 
production and commerce through improved technology and practices rather 
than by loans or grants. Maximum emphasis should be on the development of 
industries which complement national economies rather than on agricultural 
development. 

As we understand the technical cooperation program, it is the exchange of 
American know-how and show-how. Farm Bureau believes that one of the most 
effective means by which we can assist other countries in achieving their desires 
of economic development is through such a program properly administered. 

While such a technical cooperation program should be limited largely to 
technical demonstration of know-how and show-how, there is another aspect to 
which we would like to give emphasis. We firmly believe that one of the funda- 
mental reasons for the tremendous economic growth in the United States has 
been our economic system of free, competitive enterprise. The climate has been 
provided by our governmental policies that encourages opportunity and indi- 
vidual initiative, which we think is essential to real economic development in 
any country. 

The proper selection and training of our personnel who are to go into the 
field on technical cooperation programs is of the utmost importance. They are 
more than technicians. They should be ambassadors for the American way of 
life. The understanding and friendship which they can create will be of lasting 
importance to the United States and to the free world alliance. We cannot 
force advanced technical methods upon other peoples—we can simply give them 
the opportunity to know about them. We should not attempt to force any 
political and economic system on other peoples. However. we can and should 
give them the opportunity to know about the advantages of the system which 
has contributed so greatly to the economic development of the United States. 
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SPECIAL ASSISTANCE PROGRAM AND CONTINGENCY FUND 


We recognize that the President should have available funds that can be used 
for emergencies, such as natural disasters abroad. Since there is presently art 
thority in the bill to transfer some funds from one category to another and since 
Public Law 480 provides substantial authorization which can be used by the 
President for this type of emergencies, we recommend that the contingency 
fund be eliminated. This will be a saving of $200 million. 

We do not have specific recommendations for reductions in the special assist- 
ance program category. However, we urge that every effort be made in these 
individual projects to effect needed economies. 


MULTILATERAL TECHNICAL COOPERATION AND THE “SPECIAL FUND” 


Farm Bureau recommends that the authorization provided in this bill for 
United States contributions to the so-called United Nations Special Fund be 
deleted. For a number of years there has been considerable pressure brought, 
at least partially, by the Soviet Union and her satellite countries to establish a 
Special United Nations Fund for Economic Development (SUNFED). Last 
year the General Assembly of the U.N. adopted 2 resolution which established 
a “United Nations Special Fund.” This fund was described in the resolution 
as being for the purpose of providing “systematic and sustained assistance in 
fields essential to the integrated technical, economic, and social development of 
the less developed countries.” This language could be interpreted as encom- 
passing every conceivable type of program or project in any country that might 
be affected. We feel that this program is contrary to stated U.S. policy, and 
that it does, in fact, inaugurate SUNFED. The managing director of the 
Fund has stated that “richer nations” should be expected to contribute $35 
billion toward this program over the next 10 years. 

Farm Bureau is opposed to channeling large sums of the U.S. money or food 
through the U.N. and subjecting them, in any degree, to the influence of Soviet 
Russia. We will do the underdeveloped countries of the free world a disservice 
if we allow this to happen. We feel that it is a matter of real urgency that 
prompt action be taken by the Congress to prevent the United States becoming 
trapped by the device of the “U.N. Special Fund.” 

The present mutual security bill proposes to increase the amount of money 
the United States should pledge for this Fund. Despite the fact the Congress 
authorized and appropriated only $20 million last year for the United Nations 
technical assistance program and the Special Fund combined, the United States 
pledged $38 million, subject to the 40 percent limitation which Congress placed 
in the act last year. Other countries failed to pledge sufficient funds even to 
meet this requirement, and it is now estimated that the United States will be 
required to contribute only $23 to $25 million of the $88 million we pledged. 

The following table may be helpful in explaining the situation: 


United Nations expanded technical assistance program and special fund 


Fiscal year 1959: 
frownesves ‘ant appropriated... 622 oko ies ot te _. $20, 000, 000 
Piegeed for ¢catetidar gear 1000.6 cee see ek i ca 38, 000, 000 
Apoont matened (estimated ) uc cin i oo ee ce 23, 000, 000 
Fiscal year 1960: 


Requested______-_- Jjiiticnsliidgeasmiadcciiliceus. lick _.. 80, 000, 000 
I las Caries daca id ecg aarneian Silene 40, 000, 000 
OCIS RICO ih din cia Ai is edb ss aie nctiiad wieliiee (?) 


We stand on our recommendation that this so-called special fund should be 
terminated immediately. However, we also understand that a number of com- 
mitments have been made at the United Nations which make it evry difficult for 
Congress to legislate on this matter. We believe Congress should make a careful 
study of U.S. policy before additional U.S. funds are commited. In view of the 
serious implications and long range effects of this action, certainly pending this 
study, the authorization for the special fund at least should be held at the 
current level and not expanded. 

We reiterate our position that the U.S. contribution to the U.N. expanded 
technical assistance program should be reduced to 3314 percent. Farm Bureau’s 
1959 policies state: 
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“We shall continue to insist that funds made available by the United States 
for the specialized agencies of the United Nations be appropriated directly to the 
agencies. The administration of such funds should be the primary responsibility 
of these agencies.” 

INVESTMENT GUARANTEE PROGRAM 


The investment guarantee program was designed to insure investors against 
some of the abnormal risks they encounter in many foreign countries, such as ex- 
propriation or confiscation, inconvertibility of foreign currency investment 
receipts into dollars, and loss of investment for reason of war. We support the 
administration’s request to broaden the guarantee to include revolution insur- 
rection and civil disturbance arising therefrom. We also support the requested 
increase in issuing authority from $500 million to $1 billion. 

The recommendations that we have made are designed to (1) bring more sound- 
ness into the mutual security program and (2) recognize the critical need for 
reducing Federal expenditures in order that we might help balance the Federal 
budget. We recognize that the unsettled conditions in the world today requires 
the continuation of expenditures for mutual security, and we feel reasonably 
sure that the request being made by the Defense Establishment takes into con- 
sideration the military aspects of our mutual security program. We believe the 
recommendations made herein will not impair the essential operations of the 
mutual security program. We urge the Congress to adopt these recommendations. 


Recommended authorizations for mutual security program 
{Millions of dollars] 


Adminis- Farm Adminis- Farm 
tration Bureau A ppro- tration Bureau 
request, | recommen-| priation, request, | recommen- 

fiscal year dation, fiscal year | fiscal vear dation, 








1959 fiscal vear 1959 1960 fiscal vear 
1959 | 1960 
Military assistance. ...............--.....- 1, 800. 0 1, 500 | 1, 515 1, 600. 0 1, 500. 0 
I iin 6 stp cethin cane eeeas=dhnn 835. 0 725 | 750 835. 0 520. 0 
Develop'rent Loan Fund. ___.------.---- 625. 0 400 1 400 700. 0 1 500.0 
Bilateral technical cooperation _..........- 142.0 142 150 179.5 179. 5 
Multilateral technical cooperation ------- 21.5 17 22 31.5 16.5 
SOY TE. duvinndenaciconuncnesee- a 200. 0 } 212 { 155 | 200. 0 272.0 
ae 212.0 200 272.0 
ee ee 106. 0 106 106 112.0 112.0 
i imtiacealiiaa eames |—_———-|——__—— 
0 


ea daiienet as time se<mnacasaanes 8, 941.5 3, 102 | 3, 298 | 3, 930. | 3, 100.0 





1 Less supplemental appropriation for fiscal 1959. 


Senator Lauscue. Mr. Irvin Lechliter, please. 

You have heard the restrictions that are allowed in the matter 
of time ? 

Mr. Lecuurrer. Yes, sir. 

Senator Lauscue. If you will please proceed. 


STATEMENT OF IRVIN LECHLITER, EXECUTIVE DIRECTOR, 
AMERICAN VETERANS COMMITTEE 


Mr. Lecuuirer. I am Irvin Lechliter, national executive director of 
the American Veterans Committee. AVC’s membership is composed 
of veterans of World War I, World War II and the Korean War. Our 
national headquarters are located at 1830 Jefferson Place, NW. here 
in Washington. 

The American Veterans Committee is grateful for an opportunity 
to present its views on 1959 foreign aid legislation to the Senate 
Foreign Relations Committee. I am sure the committee is aware of 
the fact that AVC has consistently supported the program which is 
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carried out under the Mutual Security Act. This testimony is 
evidence of our continued support of foreign aid legislation in general, 


MILITARY VERSUS ECONOMIC ASSISTANCE 


And in particular, in this testimony I should like to inform _you of 
AVC’s specific endorsement of two amendments to the Mutual 
Security Act prepared by the distinguished chairman of the Foreign 
Relations Committee, Senator Fulbright. 

In the view of AVC, the tone of the policy statement contained in 
the present Mutual Security Act accents much too heavily the mili- 
tary nature of the program. This is not to say that military aid and 
defense support do not have their ee place in the foreign aid pro- 
gram when applied in areas of the world where there is danger of 
overt military aggression on the part of the Communist nations. How- 
ever, we suggest that the principle threat in Asia, Africa and Latin 
America is not a military threat but rather an economic threat of 
Communist penetration. The countries in these areas are being swept 
by what has been called the revolution of rising expectations, and they 
need to be told that the Government of the United States is sym- 
pathetic to this revolution. One very effective method of conveying 
this information is by amending the statement of purpose of the 
Mutual Security Act as proposed by Senator Fulbright, and we 
earnestly urge that this amendment be included in this year’s Mutual 
Security Act. 


SUPPORT OF DEVELOPMENT LOAN FUND 


The second Fulbright amendment which AVC wishes heartily to en- 
dorse is that which would extend the life of the Development Loan 
Fund for 5 years, with lending authority at the rate of $1.5 billion 
each year. 

AVC believes that the Development Loan Fund represents a real 
advance in our country’s approach to the administration of its foreign 
aid program, Certainly there are many underdeveloped countries 
which will for some time continue to need point 4-type assistance, but 
we believe that the lesser developed nations overwhelmingly prefer 
economic assistance in the form of loans which they are capable of 
repaying on a long term basis. AVC therefore urges this committee 
to include the Fulbright amendment relating to the DLF in proposed 
legislation which will be reported out on foreign aid. 

We urge the reporting of such a provision in this year’s foreign aid 
bill not only because we think it necessary in the current economic 
struggle with imperialistic communism; but also because, given the 
absence of any world threat, Communist or otherwise, the United 
States, as a “have” as distinguished from a “have not” nation, has a 
moral obligation to assist in raising the living standards of people in 
areas where most of mankind lives—Asia, Africa, and Latin America. 
And we believe that the DLF, if permitted to develop its full poten- 
tial, provides the most effective instrument for fulfilling this obli- 
gation. 

Last month when testifying before the House Committee on For- 
eign Affairs in support of foreign aid legislation, I presented a sug- 
gestion for committee consideration which I should like to repeat to 
your committee. 
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SUPPORT OF ECONOMIC AID 


Therefore, I should like to conclude this presentation of AVC’s 
views on foreign aid legislation by a reference to the cost and dura- 
tion of our foreign economic aid program as a whole. Even those of 
us who avidly support this program are not unmindful of its cost, 
even though we think the purposes would justify considerably larger 
disbursements on the part of the United States. In this connection, 
there have been recently advanced some engaging proposals for a re- 
examination of our policy with respect to the type of economic aid 
extended to various countries. It has been suggested, for example, 
that some countries should get more strictly technical] assistance than 
others because they are not yet sufficiently developed to absorb use- 
fully capital grants or loans. On the other hand, there are countries 
which are now at what has been called the point of takeoff into self- 
sustained growth which no longer need much assistance in the form of 
technical know-how, but who do need massive capital assistance for 
a comparatively short period of time. The corollary of this theory is 
that these latter countries will in a relatively short time be in a posi- 
tion to extend technical assistance on their own to less developed 
countries thus hastening the development of those countries, while at 
the same time lightening the present aid burden on the currently more 
economically advanced countries. 

India may lend itself to illustration here. India is politically 
stable, enjoys a reasonably efficient administration of government, and 
she has managerial and technical know-how. India is today at the 
point of takeoff into self-sustained growth. She is in a position to 
obtain maximum benefits from substantial capital loans. Given ade- 
quate capital to exploit her own resources, there is every reason to ex- 
pect that India within the near future will be in a position to extend 
in her own right technica) assistance to less developed countries. 

Your committee may possibly find a parallel here in what has hap- 
pened in Israel. There has been recently brought to light a striking 
development in international relations involving Israel and certain 
African and Asian nations. In addition to private technical assist- 
ance in the form of Israeli investments in these countries, Israel is 
providing technical assistance in the fields of city planning, veteri- 
narian services, trade union organization, irrigation and drinking 
water supplies, maritime law and agriculture. Israel has been the 
receipient of technical assistance from the United States and has re- 
ceived loans totaling $20 million from the Development Loan Fund. 
On the surface, at least, this development suggests soundness in the 
theory that when countries (such as India) which have reached the 
point of economic takeoff are able to acquire adequate capital, they 
are soon in a position to themselves extend technical assistance to less 
developed countries. 

AVC believes that this matter might profitably be explored fur- 
ther, and should the committee at any time direct its attention to such 
a study, I am sure that you may count upon the full cooperation of 
the many individuals and organizations in this country who are in- 
terested in our foreign aid program. 

May I express on behalf of my organization the thanks for your 
courtesy in permitting us to present a statement. 
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Senator Lauscne. Thank you for coming here and letting the com- 
mittee know of the attitude of your organization. 


FINANCING THE DEVELOPMENT LOAN FUND 


Have you, Mr. Lechliter, given any consideration to the method by 
which the moneys suggested by the Fulbright bill should be procured? 

Mr. Lecuuirer. Well, I am not an economist, and I am not, by any 
manner or means, an expert in this field, and my organization has 
not considered it, frankly, other than to endorse the Fulbright pro- 
posal which I have heard you outline again this morning. ’ 

Senator Lauscue. There are two methods of financing. One is out 
of current taxation; that is the usual method. 

The other is by selling bonds, especially in instances where there 
is a revolving fund, and it is depleted by the making of loans or re- 
habilitated by the collection of the loans made. m 

Now, the Fulbright amendments proposes that to the extent that it is 
necessary, the financing be done by the sale of Treasury bonds. But 
you have not given that subject 

Mr. Lecuuirer. I have not given it sufficient consideration to really 
give you an intelligent comment on it, Senator, and, therefore, I would 
prefer not to comment on it at all. 

Senator Lauscuer. Thank you very much. 

Mr. Lecuurrer. Thank you. 

Senator Lauscur. Dr. Gwendolen Carter of the American Associa- 
tion of University Women. 

(A letter to the chairman from Alison Bell, Legislative Associate, 
AAUW, concerning Dr. Carter’s appearance follows :) 


AMERICAN ASSOCIATION OF UNIVERSITY WOMEN, 
May 22, 1959. 





Hon. J. W. FULBRIGHT, 
Chairman, Foreign Relations Committee, 
U.S. Senate, Washington, D.C. 

Dear Mr. Fursricut: It is our pleasure to present Dr. Gwendolen M. Carter as 
a witness before this committee for the American Association of University 
Women. Dr. Carter is a long-standing member of the association and served 
on the association’s national committee on international relations for 6 years, 
Dr. Carter is a professor of government at Smith College and is an authority 
on British Commonwealth and African affairs. She is currently president of 
the African Studies Association, a group of over 300 American scholars who are 
directing their research toward past and current developments in Africa. 

Dr. Carter is the author of “The British Commonwealth at War,” “The Brit- 
ish Commonwealth and International Security,” and the coauthor of “Major 
Foreign Powers.” In 1958 Dr. Carter published “Politics of Inequality: South 
Africa Since 1948,” and edited “Transition in Africa.” 

We are particularly happy to present Dr. Carter to this committee because 
of her wide knowledge and experience in areas of particular interest to this 
committee. We again wish to express our appreciation for the privilege of 
appearing before the Senate Foreign Relations Committee. 

Sincerely yours, 
ALISON BELL, 
Legislative Associate. 


Dr. Carrer. Mr. Chairman, thank you very much. 
Senator Lauscne. Thank you for coming here. Where are you 
from, if I may ask ? 
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STATEMENT OF DR. GWENDOLEN M. CARTER, REPRESENTING THE 
AMERICAN ASSOCIATION OF UNIVERSITY WOMEN 


Dr. Carter. I am from Smith College, Northampton, Mass. 

Senator Lauscue. You are now with the college? 

Dr. Carter. Yes, I have been there for the past 13 years. 

Senator Lauscuy. Thirteen years? 

Dr. Carrer. And I came down today from the college which, as 

ou well realize, is at a very busy period, both to speak on behalf of 
the American Association of University Women, and also to put to the 
committee, at the disposal of the committee, my own personal ex- 
perience in some of the underdeveloped countries. 

Senator Lauscuer. We will be glad to hear from you. 

Dr. Carter. The association, if I may speak of this first, has, as I 
believe you know, a membership of approximately 145,000 college 
graduates, organized into 1,422 branches in the 49 States, Hawaii, and 
the District of Columbia. 

Recently a survey was conducted in these branches on the 1957-59 
study-action program of the association in preparation for the bien- 
nial AAUW convention in June of this year. This survey revealed 
that 94.3 percent of the branches participating in the poll favor in- 
clusion in the association’s program for 1959-61 of an item supporting 
“expanding programs for sound technical assistance and economic 
development” as a constructive instrument of American foreign 
policy. 


SUPPORT OF FULBRIGHT AMENDMENT 


In keeping with this association program item, the AAUW sup- 
ports the mutual security program and is happy to endorse the amend- 
ments to the Mutual Security Act proposed by Chairman Fulbright. 
In the opinion of the association a revision of the policy declaration 
of the Mutual Security Act of 1954 to place more emphasis upon 
economic rather than military assistance is long past due. We also 
believe it important to include in this declaration a statement ex- 
pressing U.S. recognition of its humanitarian responsibility for less 
fortunate peoples. 

The association favors the increase in the authorization for the 
Development Loan Fund from $700 million requested by the admin- 
istration for fiscal 1960 to $7.5 billion over a 5-year period. We 
equally support the suggested change in method for funding the 
authorization to that now employed for the Export-Import Bank. 
We believe that the Development Loan Fund will come closer to meet- 
ing the purpose for which it was established if there is certainty of 
the continuing availability of capital which makes possible long-term 
planning. 

SUPPORT OF ECONOMIC AID IN AFRICA 


The association’s interest in long-range economic development is 
illustrated by its actively supported study program on the problems 
of the emerging continent of Africa with which I, Mr. Chairman, 
have been particularly concerned for a number of years, and I would 
like to speak particularly on behalf of these countries, particularly 
those of West Africa. 
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For the last 11 years I have been engaged in active study, travel 
in Africa. 

I spent approximately 2 out of those 11 years in different research 
programs, and I only returned last December from the last of the 
trips which carried me through Central and West Africa, that was 
for 4 months’ intensive study tour, which was financed by the Ford 
Foundation, and I had the opportunity in that time to talk to a great 
many of the leaders of the emerging African states. 

As you are well aware we have in West Africa the largest number 
of newly independent or about to be independent states any place 
in the world, and I not only had a chance to talk to these leaders, but 
I also traveled extensively through the countryside, and was able 
to see for myself the need of their people. 

It is perfectly obvious to anyone talking to them that they are 
determined markedly to improve the economic situation of their 
people. 

They have realistic plans, they know what they need to do. 

They want to build roads and bridges in order to free their people 
from the isolation that has been imposed by jungles and rivers and 
difficult health conditions. 

They want to improve agriculture so that they can give their people 
a more balanced diet, and change the situation which, at present, exists 
in which more than 80 percent of all native Africans are suffering 
from malnutrition, something which not only pulls down their physi- 
cal resources but obviously their mental resources as well. 

They are eager to diversify the economies of their countries and, in 
particular, to establish small industries so that they can supply more 
of their own needs, and also have a stronger economic base from which 
to withstand the impact of the fluctuations in world commodity prices 
on which their economies are now so dependent. 


READINESS TO RECEIVE AID FROM THE WEST 


Every place the leaders spoke to me of their desire and their need 
for American economic help to carry out these programs, and of their 
readiness to cooperate with the United States by contributing labor 
and material and also by making available opportunities for American 
private capital. 

This area feels it is to be within the West. It would prefer to get 
what help it needs from the West. I believe that this is just as true 
for Guinea, the newest of the independent countries as it is for the 
others. 

But their need is very urgent, Mr. Chairman. The pressures of 
nationalism within their countries are very strong. 

They have powered the advance to self-government in west Africa, 
and they now demand concrete results from independence. 

If the leaders—and the leaders are, for the most part, good, bal- 





anced, realistically minded people—but if they are to hold their 
positions, they must show concrete results, and they know that their 
people need a great deal in the way of development. 

If they must, and they must have help, they will take it from the 
Communist bloc if they cannot get it from us, but they do sincerely 
want to have it from us. 
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NEED FOR LONG-RANGE SUPPORT TO AFRICA 


They need not only immediate help, they need long-range help. 
They have immature economies. They need to be able to plan toward 
the future, and the projects that are most pressing are the basic ones, 
harbors and roads and agricultural experimentation in order to be able 
to develop better products for their own people’s food supply. 

They need industrial plants, and these projects, of course, need 

lanning; they need expert advice; they need materials from outside, 
and they need long-term commitment, and for this reason I strongly 
urge two things that have been urged here, that I know this commit- 
tee is sympathetic to, the amendment to the Mutual Security Act of 
1959 which Senators Humphrey and Kennedy cosponsored, that the 
resources of the Mutual Security Act be more directed toward eco- 
nomic and military aid. 

This is for all areas, with Latin America the area which needs eco- 
nomic and not military aid, and that the Development Loan Fund be 
iven more capital and established on at least a 5-year basis, because I 
lieve that only in this way can the United States answer the need of 
these countries for long-term loans, as well as economic aid. 

I would like, Mr. Chairman, to add one other point. I know that 
people throughout the country, not people like you, but people very 
often do say that these countries have outstretched hands for aid from 
us and are not doing enough to help themselves. 

I wish that they would come to the areas that I have been in. I 
think particularly of eastern Nigeria and its community development 
schemes. I have seen roads cut through the jungle by thousands of 
hands from dozens of villages. 

I have seen bridges whose foundations were similarly laid, and I 
have seen the excitement of the villagers when a bridge finally re- 
leased them from the bondage of being cut off from other com- 
munities. 

I have seen hospitals which took 3 to 5 years to build, and every 
stone was cut by hand and hauled, and every village made its own 
contribution to the building of that establishment, and it, perhaps, 
was the only hospital within 50 or 60 miles to deal with the needs of 
the people, and it has been done by voluntary unpaid community 
labor. 

When you do see one of these communities suddenly freed from 
its isolation in the jungle, able to come through and market its prod- 
ucts and to receive products from other places, and you see the new 
life that comes there, you recognize what can be done partly through 
voluntary aid. But they cannot do it all. 

I think these are not grasping or selfish people. They are the 
people now on the march to improve their own situation, but they 
need and, I believe, deserve our help. 


DESIRE OF AFRICANS TO BECOME SELF-SUFFICIENT 


If I may add one thing to this in the light of what other people 
have been saying here this morning, I agree we need to train more 
of our own people to go out there to help them, but I would like to 
add to this that they want most of all is the kind of help which will 
enable them to help themselves, fellowships, technical training, the 
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kind of installations there which they can work in, and their objective 
is not to go on interminably asking for aid. 

Quite on the contrary, they want as quickly as possible to become 
self-sufficient. But at this point, with their new independence, with 
the new demands, with their emerging problems, they need help, as 
I think they will not need after a substantial period of time. 

I feel that in the light of this, this is the moment when the United 
States can make the most impoatant contribution to their develop- 
ment. 

We can help them to build sound economic structures; we can help 
them to have those programs which will enable them to maintain 
responsible representative systems, and I believe by so doing we can 
help to keep an important strategic area within the West, and also 
support our own humanitarian and democratic aims. 

I would like to and would be very happy to answer any specific 
questions, Mr. Chairman, on Guinea, or any of the other West African 
countries, but I would also like to express my thanks and that of the 
Association for your hearing us. 

Senator Lauscue. We are very glad to have you here. 


REGIONAL ASSISTANCE PROGRAM IN AFRICA 


Dr. Carter, there have been suggestions that a more efficient as- 
sistance program could be established if we dealt with the African 
nations on a regional basis instead of dealing with them individually. 
Opposing views have been uttered to the effect that the cultural and 
linguistic backgrounds of the different nations are so varying that it 
would be impossible to mold them into a regional operation. 

I would like to have your views on that. 

Dr. Carrer. I feel, sir, that right at the moment there are too many 
differences between them in this stage of development, and the par- 
ticular needs they have, and in their cultural background to make it 
feasible to establish a regional program. 

But I do believe that there are very strong currents at work within 
West Africa at the moment which are bringing those countries to- 
gether, and that to keep in the back of our minds a regional program 
which could be evolved in cooperation with them in a relatively short 
time after this transitional period of 2 or 3 years, would be very 
valuable. 

I think the area itself is aware that there are too many small units, 
and yet the self-consciousness of those units emerging into inde- 
pendence makes it essential that they consider themselves initially as 
the unit within which their development goes on. 

The kind of arrangement that we have now between Ghana and 
Guinea which, I feel, is very important because it bridges an enor- 
mously difficult gap between English-speaking and French-speaking 
territories; the arrangement between Senegal and the Sudan for the 
Federation, the other arrangements between French Territories, I 
think they all indicate that the area is moving toward a regional 
program. 

Senator Lauscue. But, you do fee] that the diversity of cultural 
backgrounds and linguistic differences at present would, to a substan- 
tial degree, preclude a successful regional treatment of that whole 
problem ? 
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Dr. Carrer. I feel we cannot impose a pattern upon them, Mr. 
Chairman. I think we have to—we can plan in terms of a region, but 
I think that our immediate help will have to be given to individual 
countries in terms of their needs at the moment. 

But I think that we will find that the trend among them is suffi- 
ciently strong toward regionalism so that we could in 2 or 3 years 
possibly anticipate planning in larger terms. 

Senator Lauscuer. Are you sufliciently informed to tel] whether 
Africa itself could be broken into several regions, that is, the nations 
along the Mediterranean, and the nations in South Africa? 

Dr. Carrer. There are a number of natural regions into which the 
Continent of Africa falls. There is the North African area which 
has not very much to do with the Africa south of the Sahara at this 

oint. 

. There is West Africa, which has its own—it is clearly differentiated 
from much of the rest of the continent; the multiracial countries 
of South Central and South Africa. 

I do not believe any of those regions have yet evolved sufficient 
unity among the individual territories so that they could be treated 
as a region at this point. I believe the trends toward regionalism are 
fairly strong in these entities. 


FULBRIGHT AMENDMENT 


Senator Lauscue. I note that you would recommend that the finane- 
ing suggested by the Fulbright amendment be accepted. 

Dr. Carter. Yes, sir. 

Senator Lauscur. You feel that Treasury bond financing is sound ? 

Dr. Carrer. Well, sir, I would say this, that the great need here is 
for the finance. I am not personally prepared to commit either my- 
self or the association to Treasury bonds rather than general financing. 

I fee] that the need is so urgent that I believe that I and my fellow 
college graduates would consider increased income taxes as a means 
of meeting this if it becomes necessary. 

I think in a competitive—if we have to have various demands on 
our budget, competitively that this is one of the ones which should 
be placed very, very high. 

Senator Lauscue. On the basis of priority, you would put this at 
the top level with respect to financing ? 

Dr. Carrer. Yes, Mr. Chairman, I do. 


MILITARY VERSUS ECONOMIC AID 


Senator Lauscue. With respect to deemphasizing military and em- 
phasizing economic aid, testimony has been offered that in the under- 
developed countries the allocation was 50 percent, approximately, for 
military aid, 50 percent for economic. But that in the last several 
years the proportion has changed from 35 percent for military and 
65 percent to economic—is that about it? So there is that trend. 

Do you have anything you would like to say? 

_ Dr. Carrer. No. I would only like to say that I think this trend 
is a very healthy one, and that I think we could still have an increase 
in the amount of economic aid for the area that—a proportion of aid 
for economic purposes for the area with which I am concerned. 
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This is not an area which needs much military aid. It is an area 
which needs a great deal of economic aid and, therefore, I would 
support the discretionary power of the President to transfer still 
more to economic aid, and I feel this is the key factor in developing 
this newly emerging area into a healthy one within the world. 

Senator Lauscue. Thank you very much, Doctor. 

Dr. Carrer. Thank you. 

(The prepared statement of Dr. Carter follows :) 


STATEMENT BY DR. GWENDOLEN M. CARTER, IN SUPPORT OF THE MUTUAL SECURITY 
PROGRAM 


On behalf of Dr. Meribeth Cameron, chairman, Committee on International Rela- 
tions; Mrs. W. M. Bain, Chairman, Committee on Legislative Program, Ameri- 
can Association of University Women. 


Mr. Chairman and members of the committee, I am Dr. Gwendolen Carter, 
a resident of Northampton, Mass., and I am here to represent the American Asgso- 
ciation of University Women in support of the mutual security program. The 
association has a membership of approximately 145,000 college graduates or- 
ganized into 1,422 branches in the 49 States, Hawaii, and the District of 
Columbia. 

A survey was conducted recently in these branches on the 1957-59 study- 
action program of the association in preparation for the biennial AAUW con- 
vention in Juné of this year. This survey revealed that 94.3 percent of the 
branches participating in the pool favor inclusion in the association’s program 
for 1959-61 an item supporting expanding programs for sound technical assist- 
ance and economic development as a constructive instrument of American foreign 
policy. 

SUPPORT OF ECONOMIC ASSISTANCE 


In keeping with this association program item, the AAUW supports the mutual 
security program and is happy to endorse the amendments to the Mutual Security 
Act proposed by Chairman Fulbright. In the opinion of the association a 
revision of the policy declaration of the Mutual Security Act of 1954 to place more 
emphasis upon economic rather than military assistance is long past due. We 
also believe it important to include in this declaration a statement expressing 
United States recognition of its humanitarian responsibility for less fortunate 
peoples. 

The association favors the increase in the authorization for the Development 
Loan Fund from the $700 million requested by the administration for fiscal 
1960 to $7.5 billion over a 5-year period. We equally support the suggested 
change in method for funding the authorization to that now employed for the 
Export-Import Bank. We believe that the Development Loan Fund will come 
closer to meeting the purpose for which is was established if there is certainty 
of the continuing availability of capital which makes possible long-term planning. 


ECONOMIC DEVELOPMENT OF AFRICA 


The association’s interest in long-range economic development is illustrated 
by its actively supported study program on the problems of the emerging con- 
tinent of Africa. 

I would like to speak personally on behalf of the need of newly emerging 
countries of Africa, particularly those of West Africa. In the last 11 years 
I have spent nearly 2 years on that continent on different research projects. 
Last autumn I made a 4-month study trip through central and west Africa on 
a grant from the Ford Foundation. During that tour, I met African political 
leaders in all the west African countries. I talked particularly with those in 
the French Cameroons and in Nigeria, which will become self-governing sovereign 
countries in 1960, thereby bringing to independence nearly two-thirds of the 
total population of Negro Africa; i.e., Africa west of the Cameroon Mountains. 
I had similar opportunities when I revisited Ghana and also spent time in 
newly independent Guinea and in Liberia. I also traveled extensively through- 
out the countryside of these territories and saw at first hand the great need of 
their people for economic aid. 
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The leaders of these countries are determined markedly to improve the stand- 
ard of living of their people. They want to build roads and bridges so that re 
mote areas can bring their goods to market; they want to improve agriculture 
go that their people can have a more balanced diet and so reduce the drain of 
malnutrition which today affects some 80 percent of all native Africans; they 
are eager to diversify the economies of their countries and in particular to estab- 
lish small industries so that they can supply more of their own needs and also 
have a stronger economic base from which to withstand the impact of fluctuations 
in world commodity prices on which their economies are now so greatly 
dependent. 

DESIRE FOR AMERICAN ECONOMIC AID 


Everywhere, the leaders of the independent and near-independent countries 
spoke to me of their need and desire for American economic help in carrying out 
these programs and of their readiness to cooperate with the United States both 
by contributing labor and materials for particular projects, and by giving op- 
portunities to private American capital to help develop their resources. This 
area feels itself to be within the West. The responsible leaders would vastly 
prefer to get the help they need from the West. I am convinced from my exper- 
ience that this is true in Guinea as well as in the other countries. 

At the same time, their need is urgent. The pressures of nationalism which 
have powered the rapid advance to self-government in west Africa are demand- 
ing and will demand concrete results in material advance from their present 
leaders. Thus if the latter are to hold their positions, they must demonstrate 
economic achievements. Moreover they, more than any one else, know how deep 
is the need of their people. They must have help and, if necessary, they will 
take it from the Communist bloc, if, but only if they cannot get it from us. 

What these countries need is not only immediate but long range help. The 
projects that are most urgent are the basic ones: harbors, roads, agricultural 
experimentation, industrial plants. These projects need planning, expert ad- 
vice, materials from outside, long term commitments. 


RECOMMENDED PROCEDURE FOR RESPONDING TO NEEDS 


To respond to these needs, I would strongly urge, therefore two things: (1) On 
the same line as the amendment to the Mutual Security Act of 1959 which was 
cosponsored by Senator Humphrey and Senator Kennedy that the resources of 
the Mutual Security Act be directed more to economic than to military aid. 
(2) That the Development Loan Fund be given more capital and established on 
at least a 5-year basis. Only in this way, I believe, can the United States meet 
the need of these countries with their immature economies for economic aid 
and long term loans. 

May I add one other point. I know that some people feel that new countries 
look too much for outside aid and do not do enough to help themselves. I wish 
they would come to an area like eastern Nigeria where community development 
is achieving remarkable results. I have seen roads which were built by thousands 
of hands from a dozen villages; bridges whose foundations were similarly pro- 
vided and laid; hospitals which took 3 to 5 years to build but of which every 
stone was cut by hand and hauled by voluntary, unpaid community labor and 
similarly placed in position. I have seen the new activity when a community 
is suddenly linked to a main road by paths cut through the forest and bridges 
spanning a swift river and can henceforth buy and sell products with other 
groups instead of being isolated as they have been in the past. These are not 
apathetic, grasping people. They are already doing a great deal for themselves. 
But there are many things which they simply cannot do out of their own re- 
sources for which they need outside help. 

I believe that the United States has a great chance in west Africa where there 
are more newly independent or about to be independent states than any place 
else in the world. We can help these west African countries to build sound 
economies and responsible representative systems if we act quickly and de- 
cisively to extend aid on a systematic, well planned, and long term basis. By 
so doing I believe we will not only hold an important strategic area within 
the West, but also fulfill our own humanitarian and democratic aims. 

May I express the appreciation of the association for the privilege of again 
allowing us to appear before this committee. 


Senator Lauscue. Is Mr. Danelian here? I understand he was here 
and had to leave. 
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(Discussion off the record.) 

Senator Lauscue. All right, he will present his statement this after- 
noon. 

Mrs. Margaret F. Stone. 


STATEMENT OF MRS. MARGARET F. STONE, CHAIRMAN, CITIZENS 
COMMITTEE FOR UNICEF 


Mrs. Srone. Thank you. 

I am Margaret F. Stone, the chairman of the Citizens Committee 
for UNICEF, which isa legislative clearing house for information—a 
clearing house of legislative information serving a number of national 
organizations which support continued United States participation 
in the United Nations Children’s Fund. 


SUPPORT OF U.S. CONTRIBUTION TO UNICEF 


The following 15 organizations have authorized this joint state- 
ment and, may I say here, that a great many of them are offering 
their own statements on other phases of the mutual security program, 
but we hoped that we would save your time by making a joint state- 
ment on UNICEF since it would involve 5 or 10 minutes more of 
their own time, if they did it individually. 

These organizations are: 

American Association of University Women. 

American Parents Committee, Ine. 

American Veterans Committee. 

Association for Childhood Education International. 

Cooperative League of the U.S.A. 

Friends Committee on National Legislation. 

General Alliance of Unitarian and Other Liberal Christian Women. 

Jewish War Veterans of U.S.A. 

Methodist Church—Woman’s Division of Christian Service of the Board of 

Missions. 

National Association of Colored Women’s Clubs, Inc. 
National Association of Social Workers, Ine. 

National Board of Young Women’s Christian Association. 
National Council of Jewish Women. 

United Church Women. 

Women’s International League for Peace and Freedom. 


These organizations support enthusiastically the request of the 
executive branch for a U.S. contribution of $19 million to UNICEF 
in the fiscal year ending June 30, 1960. Many of our organizations 
have supported the work of the Children’s Fund since its beginning. 
Others have become interested more recently as knowledge of the 
accomplishments of UNICEF has spread and recognition of its en- 
during benefits to children has likewise grown. 

We believe that a U.S. contribution of $12 million is a modest 
request both in relation to the resources of the United States and in 
terms of the enormous needs of children in the underdeveloped areas 
of the world. 

As to the size of contribution, in case a doubt exists as to the finan- 
cial ability of the United States to contribute this amount, it is im- 
portant to point out that, while the United States has been the largest 
single contributor to the Children’s Fund to date, it ranks only 27th 
among the list of 87 donor countries in 1958, when its contribution is 
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correlated with the gross national product, and the figures from the 

ross national product have been taken from the “Role of Foreign 
Aid in the Development of Other Countries,” a study prepared for 
the U.S. Senate Special Committee To Study the Foreign Aid 
Program. 

In other words, 26 other countries, led by Costa Rica, Iran, Hon- 
duras in that order, contribute to UNICEF an amount that is a higher 
percentage of their gross national product. Or, on the basis of popu- 
lation our gift of around 6 cents per capita could not, in any sense, 
be considered excessively generous. 


FINANCIAL GROWTH OF UNICEF’S RESOURCES 


In this connection attention should be called to the steady financial 

rowth of UNICEF's resources to meet the needs of the underprivi- 
eged children, a growth measured both by the increase in the num- 
ber of governments contributing to the central account, which rose 
from 30 in 1950 to 80 in 1957 and to 87 in 1958, and in the absolute 
amount of money so contributed by central governments. In 1957, 80 
governments gave $17.9 million; in 1958, 87 governments gave $19.9 
million. One-half of this increase represented gifts by governments 
other than the United States and the other half was an increase by 
the United States. The 1959 pledge of the United States remained 
the same as its 1958 contribution: $11 million, 

When one realizes that this growth in voluntary contributions to 
the central account of UNICEF has taken place at the same time that 
many donor countries are financing other urgently needed projects 
of economic development that compete for their limited financial 
resources, and in addition, that many of these same governments are 
struggling to provide the necessary internal matching funds for meet- 
ing their own children’s needs, the conclusion is clear that there is 
almost universal agreement on the merits of this work for children 
and on the high priority that governments attach to it. At this point 
a word should be added regarding the dramatic increase in the inter- 
nal matching by the assisted governments. From the beginning of 
UNICEF’s operations, every government seeking UNICEF aid has 
been required to contribute from its own resources (in goods and serv- 
ices) an amount equal to the funds given by UNICEF. At the March 
1959 executive board meeting allocations of funds amounted to 
slightly over $10 million. The corresponding commitments of recip- 
ient governments totaled $31.9 million, thus matching at a rate of 
more than 8 to 1 the international funds received. 

Now, however, the fact should not be overlooked that the number 
of governments contributing to the central account has about reached 
itsmaximum. Little further increase can be expected therefore from 
any untapped sources of support. Steady but not spectacular in- 
creases may be anticipated from the regular contributing govern- 
ments but, in the year ahead, these could not offset any loss to 
UNICEF should, for any reason, the full amount of the recommended 
$12 million contribution not be received from the United States, 
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NEEDS OF THE WORLD’S CHILDREN 


To turn now to the story of the enormous needs of the world’s 
children, we find that UNICEF is currently assisting 328 projects in 
105 countries and territories. The Executive Director reported to the 
UNICEF Board last month (March 1959) that over 50 million chil- 
dren and expectant and nursing mothers benefited in 1958 from the 
principal large scale disease control campaigns and maternal and child 
feeding programs. These were direct beneficiaries; the number of 
children indirectly aided, for example, through the availability of 
safe milk bought from a pasteurizing plant that received help from 
UNICEF cannot be counted. <A study of the 105 countries now re- 
ceiving UNICEF aid shows that these areas fall almost entirely within 
the category defined by the Population Branch of the United Nations 
as technologically underdeveloped areas. The child population (up 
to 15 years of age) of this area is approximately 550 million. Of 
course no one would even hope to reach all of these children with aid 
in any form, but such statistics can give a rough idea of the magnitude 
of the need. When to this is added the increasing child population 
of the countries assisted by UNICEF—an increase estimated at the 
rate of approximately 214 percent a year due primarily to a reduction 
in infant mortality rather than to an actual increase in the number 
of births—the fact becomes vividly clear that there is indeed “need 
to run faster just to stand still”. Furthermore the needs of these 
increasing numbers of children come on top of the present programs 
directed toward improving the level of services to children. 

Sheer numbers of children doomed to starvation or to a life of 
hopeless poverty, chronic illness and ignorance is not the whole story, 
however. UNICEF, while sensitive to these almost limitless oppor- 
tunities for assistance, is not attempting to increase direct aid on 
such a mass scale. Rather there is a major effort to improve the qual- 
ity of the programs which recipient countries are carrying forward, 
and to concentrate on the type of project that will use the limited 
resources available for aid most efliciently and thus to promote basic 
permanent gains for the greatest number of children. Thus _ pro- 
grams of aid are determined not only by the existing need but also 
by the ability of the country itself to carry forward its own assistance 
beyond the limited period of UNICEF aid. A fundamental requisite 
is the availability of local people who can be trained to carry forward 
the immediate gains over the long run in an ever widening area of 
effectiveness. 

There is an awareness also of the interrelationship of the problems 
of hunger, disease, ignorance, and poverty; of the fact that the tem- 
porary cure of illness is not enough unless the dangers of reinfection 
are also removed; that education in basic principles of personal and 
environmental sanitation is essential; in sort, that an ounce of preven- 
tion is from every point of view better than the necessity for more 
expensive cure. Thus we have the continued battles against the major 
scourges of yaws, malaria, tuberculosis, and leprosy, and an expanding 
work against the ravages of trachoma. While these basic programs 
are making progress, the community development movement expands 
the usefulness of maternal and child health clinics by demonstrating 
to the beneficiaries of aid how they can best help themselves towards 
the goals of a healthful life and a useful place as citizens in their 
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country. In these ways UNICEF is laying foundations for programs 
of economic development upon which sound future growth and politi- 
ca] stability of many areas will depend. 

These then are some of the broad needs of the world’s children 
and a glimpse of the way UNICEF is mobilizing a relatively small 
budget to accomplish a very large measure of permanent betterment 
for the future citizens of the world. Our organizations believe firmly 
in the soundness of procedure and the value of the results already 
obtained by UNICEF. 

We hope and urge that the United States will continue to afford 
an unwavering example of leadership by supporting this work with 
every cent of the $12 million recommended for the year ahead. 

Thank you very much, Senator Lausche. 

Senator Lauscur. Thank you very much, Mrs, Stone. 

Are you connected in the administration of the United Nations in 
any way ¢ 

Mrs. Sronr. No, I am not. 


WORK OF UNICEF 


Senator Lauscur. Would you know at what age UNICEF con- 
siders a person an adult ? 

Mrs. Sronr. Well, yes, at the age of 16, I think, because up to 15 
is the age that they serve. 

Senator Lauscue. You do not know what the administration has 
recommended for UNICEF, do you? 

Mrs. Stone. Yes, $12 million. 

Senator Lauscue. $12 million ? 

Mrs. Stone. Yes. 

Senator Lauscue. It has increased it by $1 million ? 

Mrs. Stone. $1 million, yes. 

Senator Lauscue. I notice that you concentrate upon the need 
for improvement of their programs. 

Mrs. Stone. Yes. 

Senator Lauscuer. I simply cannot envisage trying to take care 
of 500 million people. 

I am amazed that they were able to take care of 50 million with 
$40 million. How dothey doit? 

Mrs. Stone. It is a remarkable thing. 

It is due to the close cooperation of UNICEF and the World 
Health Organization, the Food and Agriculture Organization and 
the technical assistance program. 

You see, UNICEF is simply a supply organization. It simply 
supplies the penicillin and the plants for pasteurizing milk. 

It supplies, and the others cooperate and furnish the professional 
skills to train the people in the use of these products. 

Senator Lauscne. Mrs. Stone, are you from Washington ? 

Mrs. Stone. Yes. 

Senator Lauscuer. Thank you very much for coming here. 

Mrs. Stone. Thank you. 

Senator Lauscur. Mr. Reuben Johnson, please. 
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STATEMENT OF REUBEN JOHNSON, COORDINATOR, DIVISION OF 
LEGISLATIVE SERVICES, NATIONAL FARMERS UNION 


Mr. Jonnson. Senator Lausche, my name is Reuben Johnson. I 
am associated with the legislative division of the National Farmers 
Union, with offices at 1404 New York Avenue, Washington, D.C. 

It is my privilege to appear here today to present the statement of 
our national president, Mr. James G. Patton, on the foreign economic 
aid program. 

SUPPORT OF NATIONAL SECURITY PROGRAM 


The National Farmers Union wishes to reaflirm its support of the 
objectives of the mutual security program. 

In each of the 11 years since their establishment, we have supported 
these programs of economic development and technical assistance and 
military aid for the war-devastated and lesser developed nations of 
the free world. 

Mr. Chairman, our interest in these programs is based on our sin- 
cere belief that it is the humane and proper thing that we help the 
countries with lesser opportunities to make advances in their economy. 
We have had the opportunity through our participation in the Inter- 
national Federation of Agricultural Producers to study firsthand con- 
ditions in other countries and the needs that exist for economic and 
technical aid. 

At the International Federation of Agricultural Producers Con- 
ference in Brussels, Belgium, last fall, Mr. Patton was elected presi- 
dent of the International Federation of Agricultural Producers. 


WORK OF INTERNATIONAL FEDERATION OF AGRICULTURAL PRODUCERS 


The National Farmers Union is one of the original sponsors of 
IFAP formed on May 31, 1946. It is made up of 41 farm organiza- 
tions in 28 countries of the free world and its membership is in excess 
of 20 million farmers. 

I might add that our president, Mr. Patton, just returned from a 
trip that carried him to the Philippines, Australia, New Zealand, and 
Japan, where he visited with officials of farm organizations. 

The National Grange and the National Council of Farmer Cooper- 
atives are other U.S. members of IFAP. The Farm Bureau was a 
member of IFAP until this year when, under the leadership of Mr. 
Charles Shuman, president, the Farm Bureau withdrew. 

The farmers’ appearance on the international scene has come slowly, 
but today IFAP offers the farmers of the free world the opportunity 
to look beyond the boundaries of their respective countries. 

More than 20 million farmers, in addition to taking action through 
their respective governments, can take action through IFAP to ex- 
press their attitudes and thinking respecting agriculture and other 
policies. 

The membership of the National Farmers Union through elected 
delegates to our most recent convention, expressed support of IFAP 
and of our Government’s activities and programs to increase the eco- 
nomic strength, productive capacity and living standards of the 
people of the free world. 
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SUPPORT OF ASSISTANCE TO LESSER DEVELOPED CCUNTRIES 


The National Farmers Union supports assistance of such magni- 
tude and for such duration as may be necessary to find the right an- 
swers to the problems of chronic underdevelopment. 

We look upon the U.S. assistance to the lesser developed nations as 
essential to the attainment of peace and better living for our own 
citizens as well as the citizens of other free nations. 

Moreover, we look upon such programs not as foolhardy benevo- 
lence, but as a commonsense approach to the attainment of our own 
security and survival. 

Members of this committee know from their own contacts with 
rural citizens and from the numerous opinion polls in which the atti- 
tudes and opinions of U.S. citizens are reflected that a sustainable and 
honorable peace consistent with our historic concept of liberty and 
security, is of overriding significance among the many other important 
issues which confront us as a Nation. 

Mr. Chairman, earlier this year, Mr. Patton, at the request of Sen- 
ator Lyndon Johnson, sent him our recommendations giving farmers 
more bargaining power in the economy, and along with these recom- 
mendations we included some recommendations on the foreign eco- 
nomic programs. I have a list which runs through the bottom of 
page 3 which I would like to summarize and then file the rest of my 
statement for the record. 

Also, I would like to mention very briefly the program we have 
conducted with ICA in which we have played host to young farmers 
coming to the United States from Europe. The primary purpose has 
been technical training in agriculture but many other benefits have 
resulted. 


SUPPORT OF ECONOMIC GROWTH OF FREE WORLD NATIONS 


Some of the specific policies and measures required to move toward 
a peaceful world are: 

1. Fully adequate national defense; 

2. Progress toward universal disarmament, with enforcible safe- 
guards; 

3. Establishment of a United Nations peace enforcement force to 
prevent aggression or to punish it, with both adequate standing and 
reserve components; 

4. Expand U.S. participation in more rapid economic growth of 
nations of the free world through: 

(a) Separating economic and technical assistance programs from 
military aid programs. Extend both; the former for a period of 2 


or more years with the annual appropriation for the same at least 
doubled. 


SUPPORT OF FULBRIGHT AMENDMENT DEALING WITH DEVELOPMENT 
LOAN FUND 


(6) Extend and expand in accordance with the chairman’s amend- 
ment the U.S. Development Loan Fund authorization and appropria- 


mes using food and fiber products as well as dollars to build up the 
und. 
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In this connection, the assertion has been made earlier, Mr. Chair- 
man, that the DLF is competing with the Export-Import Bank. I 
would like to challenge that statement because of the following: 

It is our understanding that DLF makes loans repayable in local 
currencies as well as other means, which is a soft approach to lending; 
and the DLF can be used to promote internal development, while the 
Export-Import Bank loans must be repaid in hard currency, and 
they are tied to trade. In other words, the funds are used to promote 
the sale of U.S.-produced products abroad. 

If there is a conflict between these two programs it ought to be re- 
solved, because the DLF was not established to do the same kind of 
job that the Export-Import Bank is doing. I want the record to 
show that we support both. 


SUPPORT OF EXPANDED TECHNICAL ASSISTANCE PROGRAM 


(c) Expand the participation of the United States in support of 
the expanded technical assistance program of the United Nations 
and provide for the use of food and fiber commodities as part of in- 
creased U.S. support. 

IFAP member delegates at the meeting in Brussels at which Mr. 
Patton was elected president, went on record in favor of urging the 
governments represented at that meeting to give any surplus food 
commodities that the countries have available to the United Nations 
to be used under appropriate agencies of the United Nations. 

(d) Extension of International Wheat Agreement and intergovern- 
mental exploration of additional ways to utilize wheat multilaterally 
to promote more rapid economic growth in the developing nations, in 
connection with International Bank loans and otherwise. 

This is also a recommendation of the last meeting of the Inter- 
national Federation of Agricultural Producers. 

(e) Increase use of food and fiber under mutual security program 
to 25 percent of the authorization for direct. economic development 
from $175 million to $345 million. 

(f) A food-for-peace program, as introduced by Senator Hum- 
phrey and 15 cosponsors (S. 1711) : 

(1) Title I of Public Law 480 amended to provide for a minimum of $3 billion 
of annual sales for soft currencies ; 

(2) Title II of Public Law 480 amended to provide for at least $500 million 
per year of famine and other direct relief grants; and 

(3) Authorized uses of soft currencies should be expanded to include estab- 
lishment of universal free general and vocational educational systems and for 
port and harbor facilities, railroads and highways, airports, and other basic 
public works required to stimulate more rapid economic growth without in- 
flation. 

(7) Congressional action to encourage executive branch exploration 
of means to establish an International Food and Fiber Reserve Bank. 

5. Provision of program to solve once and for all the now chronic 
unsolved Mideast and other displaced refugee problem ; 

6. Modernized and liberalized immigration law. 

Senator Lauscnr. Mr. Johnson, that long buzzer was notification 
that there is going to be a rollcall vote. I will read your statement. 

Mr. Jonnson. Mr. Chairman, thank you. I respectfully request 
permission to file the remainder of my statement in that event. 
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If I might take one extra minute I would like to file for publication 
in the record some additional material which I feel the committee 
ought to have. It explains the young farm trainee program which 
we have administered in cooperation with, and with the help of, the 
International Cooperation Administration. 


Senator Lauscue. Do you have the additional material with you? 

Mr. Jounson. Yes, 1 do, Mr. Chairman. 

I have with me a document which explains the young farm trainee 
program as we have operated it since 1956. 

I have, also, which I would like to file for the record, with your 


permission, a report of the 1958 program, the last year for which we 
do have a complete record. 


Senator Lauscue. Those documents will be placed in the record. 
(The documents referred to follow :) 


STATEMENT OF JAMES G. PATTON, PRESIDENT, NATIONAL FARMERS UNION, ON 
FOREIGN ECONOMIC AID PROGRAMS FOR FIscaAL 1960 


Mr. Chairman and members of the committee, National Farmers Union wishes 
to reaffirm its support of the objectives of the mutual security programs. In 
each of the 11 years since their establishment, we have supported these pro- 
grams of economic development, technical assistance, and military aid for the 
war-devastated and lesser-developed nations of the free world. 


WORK OF INTERNATIONAL FEDERATION OF AGRICULTURAL PRODUCERS 


At the IFAP conference in Brussels, Belgium, last fall, Mr. Patton was elected 
president of the International Federation of Agricultural Producers. National 
Farmers Union is one of the original sponsors of IFAP, formed on May 31, 
1946. IFAP is made up of 41 farm organizations in 28 countries, and its mem- 
bership is in excess of 20 million farmers. 

The National Grange and National Council of Farmer Cooperatives are other 
U.S. members of IFAP. The Farm Bureau was a member of IFAP until this 
year when under leadership of Mr. Charles Shuman, president, the Farm 
Bureau withdrew. 

The farmer's appearance on the international scene has come slowly, but to- 
day IF AP offers the farmers of the free world the opportunity to look beyond 
the boundaries of their respective countries. More than 20 million farmers 
take action through their respective governments and through IFAP to express 
their attitudes and thinking respecting agriculture and other policies. 

The membership of National Farmers Union, through elected delegates to our 
most recent national convention, expressed support of IF AP and of our Govern- 
ment’s activities and programs to increase the economic strength, productive 
capacity, and living standards of the people of the free world. 


SUPPORT OF ASSISTANCE TO LESSER DEVELOPED COUNTRIES 


National Farmers Union supports assistance of such magnitude and for such 
duration as may be necessary to find the right answers to the problems of 
chronic underdevelopment. We look upon U.S. assistance to the lesser developed 
nations as essential to the attainment of peace and better living for our own 
citizens as well as the citizens of other free nations. Moreover, we look upon 
such programs not as foolhardy benevolence, but as a commonsense approach 
to the attainment of our own security and survival. 

Members of this committee know from their own contacts with rural citizens 
and from the numerous opinion polls in which the attitudes and opinions of 
U.S. citizens are reflected, that a sustainable and honorable peace consistent 
with our historic concept of liberty and security is of overriding significance 
among the many other important issues which confront us as a nation. 

Some of the specific policies and measures required to move toward a peaceful 
world, we feel, are as follows 

1. Fully adequate national defense ; 

2. Progress toward universal disarmament, with enforcible safeguards ; 
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3. Establishment of a United Nations peace enforcement force to prevent 
aggression or to punish it, with both adequate standing and reserve components: 


SUPPORT OF ECONOMIC GROWTH OF FREE WORLD NATIONS 


4. Expand U.S. participation in more rapid economic growth of nations 
of free world through: 

(a) Separating economic and technical assistance programs from military 
aid programs. Extend both; the former for a period of 2 or more years with the 
annual appropriation for same at least doubled. 

(b) Extend and expand in accordance with the chairman’s amendment the 
U.S. Development Loan Fund authorization and appropriation, using food and 
fiber products as well as dollars to build up the Fund; 

(c) Expand the participation of the United States in support of the expanded 
technical assistance program of the United Nations, and provide for the use of 
food and fiber commodities as part of increased U.S. support ; 

(This was recommended by the International Federation of Agricultural Pro- 
ducers at our Brussels meeting) 

(d@) Extension of International Wheat Agreement and intergovernmental ex- 
ploration of additional ways to utilize wheat multilaterally to promote more 
rapid economic growth in the development nations, in connection with Interna- 
tional Bank loans and otherwise (this was recommended by International Fed- 
eration of Agricultural Producers) ; 

(e) Increase use of food and fiber under mutual security program to 25 per- 
cent of the authorization for direct economic development from $175 million to 
$345 million (S. 224) ; 

(f) A food for peace program, as introduced by Senator Humphrey and 15 
cosponsors (8.1711): 

(1) Title I of Public Law 480 amended to provide for a minimum of $3 billion 
of annual sales for soft currencies; 

(2) Title II of Public Law 480 amended to provide for at least $500 million 
per year of famine and other direct relief grants; and 

(3) Authorized uses of soft currencies should be expanded to include estab- 
lishment of universal free general and vocational educational systems and for 
port and harbor facilities, railroads and highways, airports and other basic 
public works required to stimulate more rapid economic growth without in- 
flation. 

(g) Congressional action to encourage executive branch exploration of means 
to establish an International Food and Fiber Reserve Bank. 

5. Provision of program to solve once and for all the now chronic unsolved 
Mideast and other displaced refugee problem; 

6. Modernized and liberalized immigration law. 


SUPPORT OF USE OF FOOD SURPLUSES IN FOREIGN AID PROGRAM 


We feel now more than ever, it is important that our attitude toward the un- 
derdeveloped areas of the world be farsighted and just. In a democracy we all 
share in the responsibilities which have fallen on the United States—recognized 
leader of free and freedom-seeking men and women of all nations. 

Farm families believe in a pattern of living based on fair play, neighborliness 
and concern for the welfare of others. Out of this conviction has grown a deep- 
seated desire for a world free from conflict as well as a basic understanding 
of the causes of unrest—unrest that ultimately may be the cause of war. Farm 
families know that the greatest contribution that we as a nation, leading the 
free world, can make is to solve the problems of chronic underdevelopment, 
poverty and hunger. 

We cannot understand the shortsighted failure of the administration to make 
constructive use of our stockpile of food and fiber in areas of need. If the 
Soviet Union were blessed with such a treasure house, they would recognize it 
as a force to be used creatively and boldly for their own aggressive, expansionist 
purposes. Are we so lacking in imagination that we cannot devise ways and 
means of using these stocks of food and fiber, either on a loan or grant basis, to 
raise the standards of living and of education in chronically underdeveloped 
areas? We believe that these needs, rather than the military kind of security, 
as important as it is, should be uppermost in our thoughts and plans. In serv- 
ing the basic needs of people who are desperately trying to bridge a gap of a cen- 
tury or more in economic and educational development, we will serve our own 
best interests. 
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We know that there is no escape from substantial foreign aid expenditures 
for many years ahead. Such a program, however, should be directed toward the 
basic needs of the impoverished people in our world. Food is a vital and neces- 
sary factor in our foreign policy. All of the so-called surplus U.S. food and 
fiber production would be but a drop in the bucket, if the democratic nations 
should agree to use food to finance elimination of illiteracy in underdeveloped 
countries by means of nationwide systems of free public school education. In- 
cluded in this educational program should be vocational education training for 
both youth and adults in the skills needed in agriculture and whatever indus- 
trial employment is available. 


SUPPORT OF ASSISTANCE PROGRAMS OF U.N. AND SPECIALIZED AGENCIES 


U.S. programs of technical assistance and economic development should be di- 
rected increasingly through the United Nations and the specialized agencies. 
Last yeur the United States contributed to the United Nations technical assist- 
ance program approximately 50 percent of the total. Even at this amount we 
were contributing less than several other countries when total amounts con- 
tributed by nations are broken down to the per capita contribution. We favor, 
therefore, stepped-up participation in this United Nations program of technical 
assistance and favor increased U.S. contributions to this and other related pro- 
grams of the specialized agencies when such can be accomplished without inter- 
fering with the multilateral nature of the programs. 

We would not want it to appear that the United States is trying to take over 
the programs of technical assistance and economic development now being con- 
ducted so successfully on a multilateral basis. There would be some concern in 
this connection, I am sure, if we should channel the contribution we are now 
making to the United Nations Expanded Technical Assistance Fund direct to 
the specialized agencies of the United Nations as some have proposed. 

There are sound and logical reasons why we in the United States would do 
well to channel even larger amounts of our expenditures for technical assistance 
and economic development through the United Nations. Perhaps the primary 
reason is the almost hysterical wave of nationalism which is spreading through- 
out the nations which only recently have shed the yoke of colonialism and those 
which have yet to do so. These nations, greatly in need of assistance in educa- 
tion and economic development as they are, prefer such assistance through the 
United Nations. There are no people in the world who should be able to under- 
stand this attitude any better than we here in the United States. Because of 
past experiences that some of these nations have had with colonial powers, they 
remain highly suspicious of the intentions of any Western power. To put it 
simply, they are fearful of becoming involved in what appears to be a new “im- 
perialist”’ relationship. The United Nations framework offers them assurance of 
an equitable relationship within any economic assistance program by virtue of 
their participation in the agencies of the United Nations. 

While we endorse the military side of the mutual security program, we do 
not agree with those who believe that economic assistance should be given only 
to countries committed to us as military allies. This kind of thinking ignores 
the facts of life in the emerging areas of the world. The loss to communism 
of a so-called neutralist country could be just as damaging to our security as 
the loss of a military ally. 

Those parts of technical assistance and economic development programs that 
cannot under current conditions be administered through the United Nations 
should be conducted through voluntary private foreign policy organizations such 
as under direction of religious organizations and through CARE. Working 
through private organizations has two advantages: (1) There is about such 
channels not even the illusion of economic imperialism which is sometimes in- 
correctly held to be the case with direct government aid, and (2) there tends 
to be more diligence on the part of private relief groups to find the people most 
in need of help and to serve them in the most economical ways. 


SUPPORT OF LAND REFORM PROGRAMS 


National Farmers Union supports the view that the agencies conducting techni- 
cal assistance programs should promote agricultural land reform in all of its 
phases: Secure land tenure, adequate farm income programs, development of 
farmers’ purchasing, marketing, and service cooperatives, adequate family farm 
credit facilities, organization and development of free farm organizations. 
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The desire of the agricultural producers of the world to become substantial 
family farmers with secure tenure and decent incomes can be a strong moving 
force for expansion of democracy and a secure place. We urge continuing study 
along this line to determine the extent to which adequate emphasis is being given 
to the matter of giving farm families a strong stake in their land and their na- 
tional survival. 

SUPPORT OF WORLD FOOD BANK 


Farmers Union continues to support U.S. leadership in an international food 
and raw material reserve. This proposal is known also as the world food board 
or work food bank and has been referred to earlier as a part of the Food and 
Agriculture Organization during Lord Boyd Orr's Director Generalship of that 
organization. Under this proposal nations who need to withdraw food and fiber 
from the reserve or bank but cannot pay for them in cash would be extended 
a line of credit to be used in the development of their resources and their 
economy. Farmers Union believes that the standard of living throughout the 
world would be raised and, equally as important, put on a more stable basis. 

As stated in the legislative provision approved by the Senate in 1956, the ob- 
jectives of the international food and raw material reserve are as follows: 

1. To prevent extreme price fluctuation in the international market in these 
commodities. 

2. To prevent famine and starvation. 

8. To help to absorb temporary market surpluses of farm products and other 
raw materials, exclusive of minerals. 

4. To build economic and social development programs formulated in coopera. 
tion with appropriate international agencies. 

We feel that the most persistent, most disturbing of modern economic prob- 
lems is the human suffering and economic stagnation enforced upon producers 
of raw materials by the extreme ups and downs in the prices of raw materials 
and consequently in their incomes. 

Such great uncertainty of income is responsible for lack of economic growth 
and development in the underdeveloped areas of the world. Raising the in- 
comes of primary producers would be the logical first step in the development 
and growth of the economy of an underdeveloped and emerging nation. For 
that reason, Farmers Union believes that the negotiation of an international 
food and raw material reserve is of great importance in helping solve the 
problems of the underdeveloped part of the world. 

The international food and raw material reserve proposal does not itself 
establish an international agency. It merely calls upon the President to under- 
take negotiations with other nations to that end. Any agreement reached as a 
result of such negotiation would be subject to review and ratification by the 
Senate of the United States and approprition of any capital or other funds 
would, as in the case of any appropriation, require action by both Houses of 
Congress. 

At the Senate hearing on the international food and raw material reserve 
resolution, the only opposing witness represented Secretary of Agriculture Ben- 
son. Senators Murray of Montana and Scott of North Carolina testified in 
favor of the resolution along with representatives of the United Auto Workers 
of America, Americans for Democratic Action, Cooperative League, International 
League for Peace and Freedom, the Committee for Economie Stability, and Na- 
tional Farms Union. 


IMPORTANCE OF MAINTAINING A STABLE AND GROWING DOMESTIC ECONOMY 


The U.S. economy and its future is important to whatever we as a nation 
are able to do in the underdeveloped areas of the world. It is absolutely iin- 
perative that the United States maintain its domestic economy on a stable and 
growing basis with all groups, sharing equitably in the wealth it affords. If we 
fail in this objective, we shall fail not only our own citizens but the citizens 
of the other nations who look to us for leadership in the struggle against com- 
munism and in the search of democratic government. 

The decline of farm income must be halted and the income of farm families 
must be stabilized on a parity with incomes of nonfarm families or we face a 
disastrous national depression—disastrous not only in terms of the welfare of 
our own citizens but disastrous in terms of the welfare of all citizens of the 
world who search for the good life. 
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We have been led falsely to believe that increased public expenditure will re- 
sult in deficit finance and higher taxes while this is not the case at all. Wisely 
planned public expenditures might result in a larger budget but not necessarily 
a deficit budget. Actually, the increased rate of growth of our economy would 
produce greater tax reserves and lay the groundwork for an eventual lowering 
of taxes. Such increased growth of our enonomy would strengthen our leader- 
ship of the democratic world and make possible more United States assistance 
to underdeveloped areas. 

We, as citizens of the United States, must seek to intensify efforts of the 
United States in maintaining a sound, growing economy with equitable sharing 
of the wealth produced among all our citizens. 

We must assist in the development of a coordinated program to relieve hunger 
and suffering in needy areas of the world. We must seek means of strengthening 
economies of democratic nations. We should have as our objective in these 
nations the kind of development and assistance that will— 

Create an international community of economic effort for common purposes, 
while neither forcing unwanted policies on others as a condition of our help, nor 
undertaking action ourselves in the absence of appropriate efforts in the coun- 
tries that participate. 

Eliminate economic weaknesses that threaten political stability and foster 
the growth of totalitarian imperialism, whatever the form. 

Attract peoples and governments now uncommitted or neutral toward true 
democratic government. 

Insure that increasing opportunities for economic growth and improving 
standards of living in underdeveloped nations will be equitably shared among 
its citizens. 

Result in the denouncement of colonialism in clear unmistakable terms. 

Curb the exaggerated talk about U.S. armed might, its military alliances and 
its atomic striking power, while maintaining an adequate defense until a fool- 
proof disarmament agreement can be worked out. 

Provide that U.S. economic aid be given separate and apart from military aid 
and without strings of any kind attached. We must not give the impression that 
we are trying to buy good will of those to whom we give aid. Our interest is in 
assisting other nations in a true spirit of helpfulness. 

Give aid in the peaceful use of atomic energy while vastly increasing 
domestic development and use of atomic energy. 

Make constructive use of our abundant agricultural commodities to 
alleviate inflation in developing nations and to further programs of educa- 
tion, including programs of vocational education. 

To obtain these objectives we support— 

Continued international economic negotiation such as is needed to create 
the International Food and Raw Material Reserve or World Food Bank. 

Greatly expanded U.S. and U.N. foreign economic development assistance 
with the objective being wider use of the United Nations and private 
agencies. 

Expansion of the technical assistance program through which our 
advanced technological knowledge and know-how is made available to other 
nations. 

Improved land tenure systems. 

Extending the Reciprocal Trade Agreements Act, with more and better 
use made of it. 

Expansion and renewal of International Wheat and Sugar Agreements 
and negotiation of other such agreements for all commodities that enter 
importantly into world trade. 

Let us remember that the man who digs in the rice paddy of Ceylon or 
scratches with a stick in the earth of India, is becoming more and more impor- 
tant to us. What he and other people like him think, feel, and believe is of 
growing concern to every person in the United States. 





YounGc FARMER TRAINEE PROGRAM IN COOPERATION WITH THE O.E.E.C 
MEMBER COUNTRIES 


BACKGROUND PAPER 


In September 1956, an agreement was reached among the International Coop- 
eration Administration, the European Productivity Agency (O.F.B.C.) and 
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the National Farmers Union of the United States, to bring to the United States 
young farmers from O.E.E.C. member countries under sponsorship of National 
Farmers Union for purposes of technical farm training, and general cultural 
understanding, 

Funds in the amount of $38,000, for 1957, were allocated by ICA to the 
EPA for the administration of the program by the National Farmers Union, 
Such funds provided program participation of 34 farm trainees in a program 
in the United States extending over a period of 10 months. 

Due to anticipated phasing-out of Europe by ICA, in relation to such 
technical assistance programs, the European Productivity Agency (O.E.E.C.) in- 
itiated a contract in 1957 directly with the National Farmers Union for the 
involvement of 55 farm trainees for the 1958 program year (March to Decem- 
ber), and appropriated a sum of $55,000 to cover supervision, direct trainee ex- 
penditures, and the necessary administrative costs of the program. Eleven of 
the Western European countries participated in the 1958 program. 

As a result of the EPA’s commitments under the European common market 
program, funds were not available from EPA itself for the continuation of the 
program beyond 1958. In the absence of such resources the ICA allocated 
$50,000 to continue the program through 1959, and 50 young farmers from 
among 10 interested countries of Western Europe were invited to participate. 
This program is now in operation with a total of 45 young farmers presently 
participating, but the funds and the program terminate as of December 31, 1959. 

In these programs the National Farmers Union has provided administration, 
constant field supervision and direction, programing of off-farm visitation and 
related study. The allocated funds provide for such trainee travel within the 
United States and a per diem of $8 per day for each trainee while engaged 
in program activities planned by the Nationai Farmers Union. The NFU 
provides through its own initiative full medical and hospitalization coverage, 
liability and life insurance for each participant, as well as donating a major 
portion of the administrative time necessary for programing and planning a 
significant work-training experience. NFU also screens and selects host farms 
for use as family-farm trainee situations. 

A full 8 months of family-farm living, working, and planning on highly 
selected host farms is provided each trainee. In addition, the approximate 
allocation of $1,000 per trainee provides a month of orientation, travel, study, 
and evaluation throughout the program. 

The outcomes of these programs have been most significant and many, as 
evidenced by the European Productivity Agency’s fact-finding studies, and 
reports reaching the International Cooperation Administration from participant 
nations. Some of these most common benefits are as follows: 

(1) Technical knowledge of the pattern and practices of U.S. farming—farm 
management, marketing, mechanization, and the whole family farm productive 
process. 

(2) Increased appreciation and understanding of international affairs and 
foreign cultures on the part of those communities, States, and regions where 
trainees have been placed. 

(3) A translation of American farm family and community values back to 
the participating nations and their rural environments, with an appreciation for 
and an understanding of the American way of life. 

(4) Greatly increased communication between rural people of the United 
States and the countries involved. 

While the agriculture and farming patterns of Europe and the United States 
have much in common, there yet remains wu great deal of cultural, technical, 
and practical understanding which it is most profitable to exchange. 

An exchange program of this type which brings to the United States highly 
selected young farmers, many of whom are moving into positions of leadership 
in their communities and farm groups, is a most suitable and effective means 
for achieving understanding of American agriculture and rural living. 


EVALUATION OF EPA Progectr No. 397/2 
INTERNATIONAL FARM YOUTH EXCHANGE, 1958 


As a continuation of EPA project No. 397, 55 young European farmers and 
farm workers went to the United States in 1958. The exchange program was 
again carried out by EPA, in cooperation with the National Farmers’ Union of 
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America. As in the previous year, the participants worked and lived for 10 
months on their American hosts’ farms. The trainees arrived in the United 
States during the first haif of February 1958, and returned to Europe at the 
beginning of December 1958. After a short introductory briefing by KPA 
and N.F.U., the trainees left New York, their port of entry, for their host farms. 
During the course of the following months more than 40 percent of the trainees 
changed their farms at least once for various reasons. At the end of November 
the participants left their farms and took part in a final study tour through some 
of the Southern States of the United States of America, ending with a sum- 
mation program (or final meeting) in Washington, D.C. 

At the termination of the program, 47 of the original 55 trainees were pres- 
ent, 8 having terminated participation in the program during the course of the 
year. One left because of personal problems; one returned home because of 
sickness ; four were sent back because of ill-adjustment to the program and two 
changed the nature of their studies, remaining in the United States, but out- 
side the N.F.U. program. 

The 47 trainees remaining in the N.F.U. program for its duration came from 
the following countries: 


| See ee nee ec! Be aes eines tale ennag eee 2 
a 0 RR oo ccceansoesentacivasremnenaens Bs 
a ar eae OPE RMN IE is ies canines 2 
a sh cl Fe I tie crea cacnanihextmiznisdea ease 3 
a a a a 4 | United Binecom....... 24>. 12 


In September 1958, these trainees were working on host farms in the follow- 
ing States: 


a ee eile enero 3 
i ee Bh ORGIES voces tasesiss aeration cen 3 
ga Gf CU ceadieaaatnccten cea antag stadt tk cena onl caehaaeeeel 2 
Lh id IO a Se PRP REIN dann cngasci tibiae ciiainteiien 6 
a at all i a eed a 2 
ee ON a a ee 5 


As in the previous year, the participants were asked to complete a short ques- 
tionnaire on their experience during their stay. Thirty-one answers to these 
questionnaires have so far been received by tie secretariat, i.e., 66 percent of 
the 47 participants staying for the duration of the program. These replies 
form the basis for the present evaluation. 

The objectives and scope of the 1958 exchange program were the same as for 
EPA project No. 397 in 1957. It can again be said that the exchange was a 
complete success from the point of view of promoting international understand- 
ing and appreciation of mutual problems among farmers. It can also be as- 
sumed that the educational value of the exchange program was equally high as 
in 1957 for both trainees and host farmers. 

As far as organization and the resulting practical value of the exchange pro- 
gram are concerned, an improvement over 1957 is shown. Again, one of the 
biggest difficulties in the 1958 program which is not however shown in the re- 
plies used for this analysis, was that several of the trainees did not really 
qualify to participate in an exchange scheme of this type (e.g. some were sons 
of big landowners or did not come from farms at all; having had no practical 
working experience on farms, they had to be taught even the most simple tasks. 
This difficulty was aggravated by the attitude of some trainees who were not 
only incapable but also unwilling to do manual work on the host farms. An- 
other small group went to the United States unaware of the nature of the ex- 
change scheme, but expecting a more study-type program. In these cases it was 
clear that the national organization selecting the candidates interpreted the 
program wrongly and subsequently made a wrong selection of candidates). 

This shows that there is still need for a better screening of participants and 
more detailed information and instructions as to the type of program, before the 
trainees’ departure for the United States, if difficulties of this kind are to be 
avoided in future exchange programs. 

Placement of trainees, judging from the returned questionnaires, was more 
successful than in 1957. Seventy-five percent indicate satisfaction as to place- 
ment; even though, in some cases, quite considerable differences between home 
and host farms were found. For example, one participant coming from a small 
fruit and wine producing farm was placed on a 2,000-acre beef-cattle range in 
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North Dakota. The size of the host farm in acres was presumably in all cases 
bigger than the home farm of the trainee. The smallest host farm, a mixed farm 
in Indiana with 260 acres, is far above the average European farm. The average 
size of all host farms was more than 1,250 acres; a farm size group only rarely 
found in Europe. As nearly all host farms were family farms, this rather large 
difference in size indicates in turn the most important difference between 
European and United States farming methods; i.e. extensive rather than inten- 
sive farm management methods. Four trainees (approximately 12 percent of 
the total) felt, however, that they had definitely been placed on the wrong farms, 

Compared with the 1957 program, personal relations between host farmer and 
trainee seem to have improved considerably. Only 10 percent of the participants 
report poor personal relations with the host farmer, and in all these cases it 
seems that the farmer tried to exploit the trainee as cheap labour. In such a 
situation, of course, the value of the exchange is greatly reduced, as a trainee 
feels himself quite rightly in an undesirable position, consequently opposing and 
disregarding all other, even favorab'e, sides of the program. 

Where permanent hired help was kept on the host farm, relations between them 

and the trainees was apparently very good. 
“If the professional knowledge of the trainee is to benefit from his stay in the 
United States, it is, of course, necessary that his host farmer gives him good 
instructions as to the how and why of his farm management practices, and that 
he also allows the trainee to study his farm records and introduce him to his 
marketing practices. Unfortunately, however, this seems to be an aspect widely 
neglected by the host farmers. More than one-third of the trainees report that 
they received very poor and insufficient instruction from their hosts. In another 
20 percent of the cases instruction was only given, often rather reluctantly, if 
the trainee himself asked for it. It seems important to emphasize in future 
exchange programs that giving good instruction is essential to the success of the 
scheme and that it is part of the host farmer’s duties to do so. 

Contact of the trainees with neighboring farmers, farmers’ cooperatives and 
farmers’ organizations varied quite considerably. So also did the possibilities 
of participation in community life. Some of the host farmers were too isolated 
to permit contact with the outside world: in other cases, however. the trainees 
took quite an active part in the social life of their community. The National 
Farmers’ Union, through their local organizations and their district liaison 
officers, kept, with only a few exceptions, in relatively close contact with the 
trainees. In several cases, the local 4-H Clubs established good relationships 
with the trainees. High schools, churches and local service clubs in several 
cases invited trainees to give talks and participate in discussions. 

Nearly all trainees seem to have heen given one or more opportunities to take 
part in large events sponsored by farm organizations: e.g. the NFU all-State 
camps; family camps, fairs and shows. Furthermore, severol participants had 
an opportunity to undertake privately arranged trips to different parts of the 
United States during periods of leave from their farms. 

Several disappointed comments were made on the attitude of American farm- 
ers toward their farms and their profession: the strictly business approach and 
the very extensive farming methods of some of the host farmers must have ap- 
peared very strange to most of the trainees. As a result, the soil cultivation 
practices made no impression on the trainees. On the contrary. several of them 
commented adverselv in this regard. This was also the case for the 1957 par- 
ticipants. On the other hand, the high standard of mechanisation and the hous- 
ing and feeding of livestock was again highly commended. Especially noticed 
was the bulk handling of milk and grain, the loose housing of dairy enttle and 
automatie hog feeding. The biggest impression, however, was made by the 
labor efficiency in general. A United States farm of several hundred acres, 
worked and run exclusively bv the farmer himse!f, for most participants con- 
stituted a quite different experience from the home farm. 

Tt has to be pointed out. however, that approximately 15 nercent of the trainees 
did not seem to find anvthing outstanding to mention as far as the agricultural 
‘methods on their host farms were concerned. These, to a large extent, were 
the participants located on farms which did not suit their requirements. 

As far as American farm life and farm organizations are concerned, several 
trainees remarked on the extent of help and cooperation among neighboring 
farms. More than 35 percent of the trainees expressed the opinion that farmers’ 
cooperatives, esnecially machinery cooperatives, and neighbor help, was much 
more highly developed in the United States than in their home country, and that 
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they would strike to improve this situation at home with the help of experience 
gained in the United States. It seems reasonable to assume that several of the 
trainees mistook customs work’ for agricultural machinery cooperatives, as this 
form of working farms is very much more highly developed in North America 
than in Europe. 

Many of the trainees were also impressed by the importance and extent of 
yural youth organizations. No less than 28 percent of the young farmers made 
comments on this aspect of U.S. rural life. 

All participants planned to disseminate the experience gained under the 
project by showing slides and giving talks to farmers’ clubs and rural youth 
organizations at home. Several trainees, furthermore, planned to write articles 
on their experience for their local newspapers and farm journals. 

Among the nonprofessional benefits gained by the participants, the most im- 
portant were, of course, the broadening of their knowledge, the opportunity to 
experience life in another country and, for those participants whose mother 
tongue was not English, the opportunity to improve their knowledge of that 
language. It is alsc quite important that the trainees had the possibility of 
learning to know the United States as they really are and not as they are gen- 
erally thought to be by most Europeans. 

The trainees were also asked to assess the whole program in the light of 
their expectations before leaving Europe. Their comments on this are, un- 
fortunately, not very encouraging; 50 percent of the trainees state that the 
program was below their expectations; 30 percent comment that they found 
just about what they expected and only 20 percent found conditions better 
than they had expected. 

The main reasons for disappointment were: farming methods and farm life 
were poor and perhaps harder than expected; the possibilities of gaining di- 
rectly applicable farming experiences were almost nonexistent, due very often 
to the entirely different type of farming found on the host farm; cultural and 
social life were very often rather sparse and not of a high level; the trainee 
in some cases had the feeling that he was being exploited as cheap labour. 

Under the agreement between the National Farmers’ Union and the host farms, 
the host farmer paid the trainee monthly $50. A further $20 were paid by the 
farmer to NFU for insurance and administration. 

In nearly 75 percent of the cases, the trainees complained that this amount 
was too little in relation to the work done. This complaint was made more 
severe by the fact that most trainees had to pay their own transatlantic fare. 

Higher wages were one of the main recommendations made by the trainees 
for similar exchange programs in the future. Other recommendation made 
were: limit working hours to a fixed number per week; if more hours worked, 
payment at overtime rate; Saturday and Sunday should be free during the 
slack season; provisions for lectures and instruction on agricultural and non- 
agricultural subjects in evening classes should be made; a definite number of 
holidays per year should be agreed upon; host farmers should be selected more 
carefully; trainees should be selected more carefully: In the case of malad- 
justed trainees, they should be sent home without delay. 


Mr. Jonnson. Mr. Chairman, I would like to invite the very sin- 
cere evaluation of these documents and to ask that the committee 
express favorable sentiment, if you can see fit to do so, to ICA in 
support of National Farmers Union continuing this program for 
1960. 

Senator Lauscue. Thank you very much. 

(Whereupon, at 12:25 p.m., the committee recessed, to reconvene 
at 2:30 p.m., the same day.) 


AFTERNOON SESSION 


Present: Senators Fulbright, Morse, Long, Lausche, and Wiley. 

a) . . mn _ . . - 

Senator Morse (presiding). The hearing will come to order. It 
may be necessary during the afternoon for us to recess from time to 





1Employment by a farmer of firm hiring out machinery and labor for all kinds of cultt- 
vation and harvest work. 
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time so that members of the committee can go to the floor and vote. 

The Senate is operating under a unanimous consent agreement on 
limitation of time and I think they are contemplating possibly two 
and maybe three votes during the afternoon. I am informed that the 
first witness we are privileged to have before us is Dr. Danielian of 
the International Economic Policy Association. 

Doctor, we are delighted to have you with us. You may proceed 
in your own way. 


STATEMENT OF DR. N. R. DANIELIAN, INTERNATIONAL ECONOMIC 
POLICY ASSOCIATION 


Dr. Dantevian. Mr. Chairman, my name is N. R. Danielian, presi- 
dent of the Great Lakes-St. Lawrence Association but today I am 
appearing on behalf of the International Economic Policy Associa- 
tion which is an organization of people interested in the economic 
program of the U.S. international economic program with a view to 
its greater effectiveness in the present context of the world situation. 


CONCERN OF PUBLIC OPINION ON MUTUAL SECURITY PROGRAM 


One of the first tasks of the association was to take a view of the 
mutual security program and we made an exhaustive study of all the 
criticisms that were addressed to the mutual security program, and 
that study revealed that public opinion and also congressional opin- 
ion is quite concerned on four major aspects of the program. 

One, its strategic significance, military versus economic programs 
and geographical] distribution of the aid. 

Second, there is much unhappiness about the administrative phases 
of the program as is well known, as expressed in these criticisms. 

Third, the effect of the program on the U.S. economy from the 
= of view of the budget as well as the effect upon competitive 

usinesses here, and fourth, a category of criticism relating to the 
relationship of the legislature to the executive, particularly with re- 
spect to the question of planning budgetary procedures and control 
of expenditures. We also made a study which is still unfinished on 
the factors affecting private investment abroad, and the general con- 
clusion of that study is that in view of the uncertainties in the world 
and the instability, both political and economic, that private invest- 
ment alone could not do the job that is before the country in the 
mutual security program. 

Therefore, essentially what we confront is a combination which 
would put our total resources to work in this world situation. 

Our position as a result of these studies is that the mutual security 
program is necessary and must continue. It suffers from lack of 
definition of objectives and the military phase is not clearly under- 
stood as to what role the military system phase plays in the picture 
of total deterrent against total war. 

Another aspect of the military assistance program of course is the 
development of local forces as a deterrent against small local brush- 
fire wars. 

Thirdly, there is another aspect of mutual security, namely forces 
to create internal security within the countries. Of course a private 
citizen is in no position to evaluate these factors, and I assume that 
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the appropriate congressional committees view and examine these pro- 
grams country by country to see whether they are essential and whether 
the extent and content of the program meets the objectives. 

Senator Morss. That is a false assumption. I can tell you why it is 
false. We can’t even get all the facts we ought to have in order to 
carry out that assumption. We ought to have them, but we can’t, for 
example, get the valuation studies. We are told that that is a matter 
of privilege, and that the executive branch of Government has the 
right to hold them unto itself. That is one of the reasons why in my 
opinion the administration is creating so much difficulty for itself on 
this program; they are putting the elected legislative representatives 
of the people in the position that when we report back to you as voters 
and taxpayers, we can’t give you our word that we know the facts. 
Here is one Senator who doesn’t intend to vote on the basis of anything 
without the facts. So I am very glad that you raised that particular 

int in your testimony. I would have wlsnind it there if I could 
oe had the privilege of doing it, in order to get this statement in 
the record. 

Dr. Dantett1an. You can understand that if congressional com- 
mittees are having this difficulty, that it is not very easy for private 
individuals to pass judgment on the quantities, so we have to take the 
guidance of the leadership, responsible leadership as far as that is 
put on the record. 

ST. LAWRENCE SEAWAY PROJECT 


Senator Witey. This gentleman has worked shoulder to shoulder 
with me on the St. Lawrence Seaway project. Maybe you remember 
the time you and I went up and interviewed the President. 

Dr. Dante.iAn. Yes, I recall that very vividly. 

Senator WitEy. You do? Well some day you just write that out 
and see if your memory agrees with mine. 

I hope that is all on the record because it is very important. 

Dr. DanreviAn. I want to say that that was the starting point of 
a very important transformation of attitudes. 

Senator Wier. It changed the current. 

Dr. Dantrevian. That’s right. 

Senator Witey. The tide was turned. 

Dr. Dantevian. And I want the record to show that Governor 
Lausche has been one of the great supporters of the seaway from the 
beginning. I recall back in 1946 when he first came down here to 
testify in this very room. 

Senator Lauscue. From the very beginning. Did you hear that, 
Senator Wiley and Senator Morse ? 

Senator Witry. Yes. 

Senator Morse. I heard it. 

Senator Wirry. Senator Lausche is a great guy. 

Senator Morse. I heard it but I want to say to both of you and to 
this witness that you fellows would be in awful shape if you didn’t 
have the support of the votes of those of us from non-Great Lakes 
States. 

REEXAMINATION OF MUTUAL SECURITY PROGRAM 


Dr. Dantettan. I agree to that, we are very grateful for the help 
we have gotten from the Northwest. On the economic aspects of the 
40110—59-—pt. 234 
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mutual security program, Mr. Chairman, there is again a certain lack 
of definition of objectives. The current discussion of the subject— 
and I have read practically everything that has been said on it in the 
Congress, and also the previous record before the Appropriations 
Committees and Foreign Relations Committee and the Hardy Com- 
mittee as well as the various reports—the current reexamination of 
the program—and this reexamination is going on in the executive 
agencies as well as in Congress. 

“We submitted our report on the purchases of the program to the 
State Department, the Draper Committee, and both of these agencies 
have assured us that they have made good use of them in their re- 
evaluation of the program. 

I am quite confident that next year’s program will indicate im- 
provements on the basis of the current discussions that are taking 
place. 

In fact, Secretary Dillon in a letter, which I would like to submit 
for the record, assured us that this reexamination was taking place, 
and that the points of criticism that were presented to them are being 
considered very carefully. 

Senator Morse. The letter from Secret tary Dillon referred to by the 
witness will be incorporated at this point in the record. 

(The letter referred to follows :) 

UNDER SECRETARY OF STATE FOR ECONOMIC AFFAIRS, 
Washington, April 6, 1959. 





Dr. N. R. DANIELIAN, 
International Economic Policy Association, 
Washington, D.C. 


Dear Dr. DANIELIAN: I thank you for your letter of March 25 informing me 
of your plans to appear before the House Foreign Affairs Committee and later 
before the Senate Foreign Relations Committee in support of the mutual security 
program. I greatly appreciate the active interest of the International Economic 
Policy Association in this vital program and welcome your decision to testify 
in support of it. 

You ask in your letter whether the Department has considered and found useful 
the study entitled ‘‘Analysis of Criticisms of the Mutual Security Program” 
which was prepared by the International Economie Policy Association and sub- 
mitted to the Department in November 1958. 

Your analysis is a carefully prepared, thorough collection of criticisms of the 
program which have been advanced in Congress and elsewhere in recent months. 
We have found this study quite valuable and it has been given careful consider- 
ation in the preparation of our program for fiscal year 1960 and in administra- 
tive improvements which we have been—and still are—undertaking to improve 
the effectiveness of the mutual security program. 

I know you are fully aware that many of these collected criticisms are without 
factual foundation or based on misunderstandings of fact, while several are 
legitimate and deserved. Some attack the whole concept of collective security 
while others question aspects of administration. I believe you will find that the 
fundamental criticisms you have noted have been dealt with directly by President 
Eisenhower in his message to the Congress. Others have been covered in state- 
ments or congressional testimony by Acting Secretary Herter, Secretary Me- 
Elroy, General Twining, Acting Director of ICA Saccio, or me. Also the pre- 
liminary report of the Draper Committee provides a blunt reply by a group of 
men of the highest qualifications to the more basic criticisms. Over the coming 
weeks of the presentation of the mutual security program to the Congress we 
will deal in more detail with many of the lesser criticisms in your compilation. 

The executive branch is determined that the program for mutual security shall 
be designed and its administration shall be carried out in the most effective 
manner possible. Where crticisms are specious, we believe they should be 
rejected. Where they are well-founded, we believe they should be acflnowledged 
and corrective action should be undertaken at once. We are trying to follow 
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this policy, and I believe we are making progress. For this reason constructive 
criticism of the kind undertaken by the International Economic Policy Associa- 
tion is helpful. I hope that the mutual security program will continue to have 
this and other constructive support from you and your associates. 
Sincerely yours, 
Douc.Las DILLON. 

Dr. Dantevian. The current discussions of the program seem to 
raise some new directions. There is a great deal of discussion con- 
cerning the moral obligation of the United States to help the under- 
developed countries, and those who are familiar with the American 
traditions certainly recognize that this is in the true spirit of our 
national feeling. And certainly no one can take exce ption to those 
sentiments. 

Again there is a tendency to think of the main objectives as techno- 
logical and economic development. 

In the third place, it is assumed that these developments will make 
these countries friendly to us and therefore in the long run will 
insure our security. 


FREE WORLD VERSUS COMMUNIST SOCIETY 


However, I think that perhaps to make sure that in the long run 
we do not get disappointed in these very laudable objectives, perhaps 
we should take a very hard look at the main issues involved in this 
economic field. 

The characteristic of the Communist system essentially in state 
ownership of production—total ownership where everybody must be 
dependent upon the government for his livelihood and for his hous- 
ing and everything else. 

The contrary to this is a free society where there is freedom of 
choice, freedom of choice as to where you work and what you believe 
and what. you worship, and freedom of choice as to what you buy in 
the marketplace. 

It seems to me that unless we define our major objectives in the 
mternational economic development field as a creation of the social 
system in these different countries where ultimately—not tomorrow, 
perhaps, but in the next 10 or 15 years—the institutions which insure 
freedom of choice will flourish, I think we may find that the billions 
of dollars that we spent in this field may not give us the necessary 
security that we are looking for, security based 1 upon the creation of 
independent nations who are also our friends. 

Communism is a conspiracy and it thrives, not necessarily by ma- 
jority vote, but also by organized minority pressures. 

Now it is a fact that in Western Europe you have in countries like 
France and Italy large minority Communist forces in the commu- 
nity—25 to 30 percent of the voting population. Yet those coun- 
tries have been able to withstand such a strong Communist move- 
ment within their midst because essentially there were well-developed 
institutions, such as the churches as well as private owne~ship system 
in those countr ies, so that when the Marshall plan was given, it was 
possible for them to withstand the Communist pressures and organize 
under the Christian Democratic Parties and they have been the ruling 
forces in most of these Western European countries, with the churches 
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and the property classes as the basic forces in those communities 
creating stability. 

Now, of course, in underdeveloped countries we do not have that 
kind of basic institutional support. On the other hand, if we con- 
tinue economic development, as such, without a really deliberate at- 
tempt to create those institutions which in the long run lead to sta- 
bility, lead to the development of judicial systems which will protect 
the rights of the individual, and they lead to a governmental system 
where the Armed Forces are on the side of the social stability—if we 
do not create that kind of—give that kind of direction to our aid 
program, we may find that in the next 10 to 15 years, although we 
have spent billions of dollars, we have not forestalled the Communist 
revolutionary movements. 

I heard at one conference 10 days ago that in India, if the accel- 
erated rate of development takes place, in 35 years the average income 
of the worker will be $2 a week instead of $1 a week. 

Now I submit that under those conditions we are not going to 
abolish or suppress either poverty or revolutionary movements. 

So what we are confronting is a very Represent problem of develop- 
ing social and economic institutions and governmental institutions in 
those countries that will insure stability, hold the line as it were, 
while the economic developmental work is taking its effect. And that 
work is going to take a long time before it satisfies everybody. 

This brings me to the fundamental question I would like to bring 
to your attention. 


SUPPORT OF PRIVATE PROPERTY AND PRIVATE OWNERSHIP 


That is, after much thought I have come to the conclusion—and this 
is nothing new except that I want to put it in this particular per- 
spective—that the institution of private property and private owner- 
ship is the one that is the antithesis of the Soviet system, and that. it 
is the institution around which contravening forces may organize 
to oppose Communist revolutions. 

I think, historically, you will find that in Western civilization in 
the last 400 years the institution of private property—first, the 
breakup of the landed estates with individual ownership of farms; 
later, development of the commercial classes; then, after the industrial 
revolution of private industrial ownership—these were the forces that 
insisted upon the protection of individual rights and upon the de- 
velopment of the right of choosing the government and right of 
representation, the right of franchise. 

Now we are starting practically in a vacuum in most of these coun- 
tries, and it seems to me that our economic aid program should have 
the objective of encouraging those institutions of private ownership. 

By private ownership I don’t necessarily mean corporate owner- 
ship, and I don’t mean U.S. corporate ownership. I mean private 
ownership in all its aspects—individual, cooperative, corporate 
partnership. I mean by it essentially indigenous, local private 
ownership. 

Now, we do not have forces that will move into these countries 
and organ‘z> anti-Communist movements. But if the aid program 
is so guided that the institution of private property and private owner- 
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ship is encouraged in those societies, then I think you have got an 
effective organized force against Communist revolution. 

You will find that some of the revolutionary movements taking 
place now are taking place in countries, as in Iraq, where the de- 
velopmental program, the economic developmental program, is well 
financed and well advanced. Yet there is no broadly based private 
ownership group in the countries—in those countries—to oppose the 
Communist conspiracies. 


SUPPORT OF REGIONAL UNIVERSITIES 


And so it seems to me that the redefinition of the aid program 
should consider this. Now I do not wish to appear to be theoretical. 
I think there would be ways of doing this. And since there is no 
base and technological and administrative know-how in these coun- 
tries, perhaps we will have to start with youngsters, the 18-year-olds, 
and bring them into schools and train them; and when they go back 
to their countries we should not throw them upon the labor market 
but give them an opportunity to start in business enterprises. 

Now I think this can be accomplished; we can make a beginning, 
as a matter of fact, this year, if the committee would consider it in 
connection with legislation or other legislative approach, as has been 
suggested, by the establishment of regional universities—one in 
southeast Asia and one in Africa and one in South America, with the 
use of local currencies, plus some appropriation from the mutual 
security program for the hard money requirements. 

We can, as has been suggested this morning, make an allocation of 
funds for an educational program here in the United States to train 
the necessary people to undertake this task. We can, I believe, insist 
that the local currencies in these different countries be made available 
for lending to private enterprise instead of just turning it back to the 
Governments for their own governmental enterprises. 

Now, I do not mean to imply that there will not be areas where the 
Government must be the primary motivating force, such as harbor 
developments, schools, hospitals, irrigation systems; these revenue- 
producing undertakings can be and must be Government enterprises. 

On the other hand, well, when you have a lumber mill to establish, 
I do not see why an independent corporate organization cannot be set 
up. And if there are no people with valid claim to the organization, 
you can make the workers the stockholders in the corporation and let 
them be the beneficiaries of the enterprise. 

Senator Morse. Doctor, I regret very much I must interrupt. I 
have already given you more time than I am supposed to give you as 
chairman, but I did because I first am not in sympathy with the 10- 
minute rule anyway in a matter as important as this hearing. I 
would like to see us meet longer, including night sessions, to give wit- 
nesses such as you much more than 10 minutes. 

Dr. Danteiian. I have a more complete statement, Senator. 

Senator Morse. I have it before me and I have turned its pages and 
scanned it enough to know that it is a very meritorious document. I 
will incorporate your fuller statement at this point in your remarks. 
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STATEMENT OF Dr. N. R. DANIELIAN, INTERNATIONAL ECONOMIC POLICY 
ASSOCIATION 


Mr. Chairman, I appreciate the opportunity of presenting some ideas on the 
mutual security program to your committee. I am preparing here on behalf 
of the International Economic Policy Association, which has been organized 
by a group of individuals interested in an effective international economic pro- 
gram, including mutual security. The board of directors consists of Mr. Philip 
Watts, partner of Alex Brown & Sons.; Mr. Wallace Skuce, representing Owens- 
Corning Fiberglas Corp.; Mr. Murray Preston, partner in the law firm of Craig- 
hill, Aiello & Preston; Mr. Hugh Burns, vice president of the Great Lakes-St,. 
Lawrence Association; and myself. Mr. Rodney W. Markley, Jr., of the Ford 
Motor Co., has acted as consultant to the board. 

The views I present here today are the result of extensive studies by our group 
and many conferences and discussions with business and governmental repre- 
sentatives, but these views essentially are my own, motivated wholly by a sense 
of public service, and the frame of reference of my thinking on this subject 
has been the national security of the United States from a _ long-range 
perspective. 

BACKGROUND OF WITNESS 


Perhaps I should qualify myself to some extent, since I presume to take the 
time of this very important committee. I had my education at Harvard, having 
studied there from 1924 to 1935, and received the degrees of A.B., M.A., and 
Ph. D., and taught there for 6 years in the field of economics. Since then I have 
had a variety of assignments here in Washington, the most important of which 
has been the development of the Great Lakes-St. Lawrence Basin—first, as an 
assistant to the Secretary of Commerce, Mr. Jesse Jones, then, later, as an 
assistant to the Under Secretary of State, Mr. Dean Acheson, and, since 1946, 
as a private individual in developing the economic, the legal, the financial, and 
the legislative structure which finally resulted in this great development which 
will ultimately require the investment of possibly $1.5 billion, much of which 
will be financed by user charges. In that connection, I have been president of 
the Great Lakes-St. Lawrence Association, an organization of industries, com- 
mercial and financial institutions, and public bodies. Thus, my experience has 
involved the largest construction job in the world, international in character, 
involving diverse governmental organizations—State, Federal, and municipal— 
and industries which have both user and investment interest in the economic 
development resulting therefrom. 


SUPPORT OF MUTUAL SECURITY PROGRAM 


Lest what I say later on may be misunderstood, let me state at the outset that 
we support the President’s mutual security program. Although we are in no 
position to pass judgment on the exact amount of money required, we must be 
guided by the recommendations of the Executive and the conclusions of the 
appropriate congressional committees. I, personally, would go a step further 
and state that if the program could be made effective in stabilizing the political 
and economic conditions in the area outside of the Soviet orbit, I would not be 
averse to using larger resources, and, in fact, to meet any possible criticisms, 
I would not be against greater taxes on me personally if, by this device, we 
could insure long-range peace and stability. 


CRITICISM OF MUTUAL SECURITY PROGRAM 


Having said this, I wish now to proceed to a consideration of the basic ob- 
jectives and the methods whereby the mutual security program and comple- 
mentary financial programs may be made more effective, for, unless we succeed 
in this, the whole structure of mutual security will crumble in American public 
opinion. Furthermore, even if we are successful in maintaining a flow of aid over 
the next 10 or 15 years, we may discover that we have not achieved the results 
we had hoped for. 

In discussing this problem, I wish to make it clear that there is no criticism 
implied on our part of any individuals or institutions in the Government. In 
fact, we believe that the program has the best leadership and guidance under 
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Mr. Douglas Dillon that we could possibly want, and we share with him his desire 
to improve the program in every possible way. 

Before reaching these conclusions that I shall present to you now, the Inter- 
national Economie Policy Asscciation made a thorough study of the criticisms 
that have been directed at the mutual security program. I must make clear 
that these are not our criticisms but a compendium of what others—to a large 
extent Mombers of Congress—have been Saying about this program. We made 
an attempt to analyze the main objections to it. 

We completed the study last October and submitted it to the Under Secretary 
of State for Economic Affairs in November. This study raised the following 
questions : 

I. What are the basic strategic and economic premises upon which the mutual 
security program is based, and are these premises valid in serving the long- 
range interest and security of the United States? 

1I. What are the economic effects of the mutual security program upon the 
national economy and upon domestic industries which may be threatened by 
the financing of foreign competition, and do these economic effects threaten the 
long-range security of the United States? 

IlI. Is the administration of the mutual security program adequate enough 
in terms of personnel, procedures, structure, and methods of coordination to 
serve the security needs of the Nation? 

IV. Is the relationship between the executive and legislative branches of the 
Government in regard to foreign aid legislation being jeopardized by inadequate 
fiscal reporting, lack of clear presentation on the part of the executive agencies, 
or lack of adequate understanding on the part of the Congress; and, finally, are 
human relations factors not directly related to the merits of the mutual security 
program threatening its disposition? 

A thorough reexamination of these fundamental questions must be undertaken 
if the general welfare of the country is to be served. 

We are assured that the State Department has given serious consideration to 
the criticisms summarized in this study. The Draper committee also has had 
a copy of it, and they have stated to us that it has been most useful to them in 
their current review of the program. Members of the Boeschenstein committee 
have also had access to this report. We are convinced that serious considera- 
tion is being given by the administration to the various points raised in this 
study and, although the time factor would not permit the incorporation of 
changes in the program in this year’s proposal before you, we are hopeful that, 
as a result of the State Department review and the work of these various 
committees, next year’s program will take cognizance of these recommendations. 

It is essential, however, not to pull the rug from under the Executive at this 
time by drastic action and to give the administration an opportunity to review 
the programs in the light of these various recommendations. 

What should be the direction of this inquiry and of possible revisions in the pro- 
gram for the next year and the years to follow? 

Before we are able to answer this question, we should outline our strategic 
position both in military and economic fields in relation to the Soviet bloc. 


SOVIET ELIMINATION OF MILITARY BALANCE OF POWER 


Although I do not pose as a military strategist, I have tried to follow, as any in- 
formed person should, the evolution of our power relations with the Soviet bloc. I 
recall back in 1948, a week after the Republican National Convention in Philadel- 
phia, I was visiting with Senator Vandenberg, then chairman of the Foreign Rela- 
tions Committee in the Senate, discussing this very question. I told him at that 
time that, though the Marshall plan was necessary to revive Western Europe, it 
would not achieve security for the United States because once the Russians got the 
atomic bomb and the means of delivering it, we, sitting here in the Capital of the 
United States, would be literally under the guns of the Soviets. This has come 
to pass. 

I have been of the opinion since 1947 that the strategy of the Soviets was to 
gain time for the development of the ultimate weapons whereby they coujd 
threaten us directly from the Atlantic and Pacific coasts and over the North Pole. 
They accomplished this by keeping us busily fretting over a two-dimensionnt 
strategy, concerned over boundary lines in Iran, Turkey, Greece, Berlin, and the 
38th parallel, all peripheral situations which kept us busy in the production of 
conventional weapons, while they were busily engaged in the conquest of threp- 
and four-dimensional power, namely, time and space, and atomic and hydrogen 
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weapons. By emphasizing the third- and fourth-dimensional spheres of power, 
they have narrowed or eliminated the gap in the military balance of power be- 
tween the United States and the Soviet Union. This, obviously, was one of their 
main objectives and they have achieved it. 


SOVIET ECONOMIC UNDERPINNING OF WESTERN WORLD 


The next objective has been to undercut the economic underpinning of the 
Western World, particularly Western Europe and Japan. The breakup of the 
eolonial system, an important econmic prop of Western civilization, helped the 
Soviets in this program. The Marshall plan and other economic-aid programs 
since, as well as our agricultural surplus disposal and military expenditures 
abroad, including offshore procurement, have taken the place of the income 
that West Europe and Japan used to receive from the colonial system. 

These programs, of course, have helped build up the productive capacity of 
Western Europe and Japan, but have not solved the fundamental imbalance 
between the industrially developed nations and the rest of the world. Western 
Europe and Japan still need to import food, fuel, and industrial raw materials, 
In the absence of income from colonial possessions or from the U.S. taxpayer, 
they must pay for these imports through export sales of their own. 

Into this situation, the Soviets have stepped with a variety of programs. It is 
important to understand the nature and the objectives of their plans before we 
can develop and insure the success of our own programs. 

While we are worrying about geographic lines of demarcation on the periphery 
of the Soviet empire, they are busily engaged undercutting the economic props 
of our allies principally by three means: (1) Through political subversion; (2) 
aid programs to encourage Government-owned plants; and (38) dumping of 
products in world markets to undercut western export markets. 

These are the sticks of their inducements. The carrot is the offer to buy the 
surplus products of many countries in order to shift economic orientation away 
from us to the Soviet orbit. 

We are all too familiar with their attempts at subversion. While they keep 
our attention focused on Berlin, their main effort is centered in taking over the 
Middle Kast. The consequences of this to Western Europe are incalculable. 
I was in Europe during the Suez crisis, and the consternation at the prospect of 
the cessation of oil flow to Western European industry was painful to observe. 


POLITICAL POWER GAIN TILROUGH SUBVERSION 


The blatant attempts to take over political power through subversion, as in 
Iraq, ride upon the popular revulsion against poverty and oppression. These 
movements are successful, however, only because there is no effective opposition 
with a wide base of support against the Communist agitation. We are discover- 
ing that reliance upon the 19th century concept of narrowly based dictatorship, 
supported by a small military clique, is no longer effective against popular 
uprising, particularly when the armed forces themselves in these dictatorships 
are beginning to be infiltrated by dissidents. 

Iraq happens to be one of the countries in which there is a well-conceived 
developmental program, using 70 percent of the oil revenues which it receives; 
and, yet, the prospect of better economic future through these Government- 
sponsored programs does not seem to have allayed the revolutionary and Com- 
munist-instigated explosions. Except for an abortive counterrevolution quickly 
squelched, which reports attribute to land-owning interests, there seems to be 
no effective counterforce to the Communist-led hordes. Iraq is a case study that 
should be very carefully analyzed, for it shows an instance of a paternalistic, 
Government-sponsored, and technically well-advanced and well-financed develop- 
mental program which has failed to stem the revolutionary tides. Why? 


SOVIET ECONOMIC AID PROGRAMS 


Before answering this, let us go to the next method that the Communists 
are using to undermine Western institutions: Government-to-government econ- 
omic aid programs designed to put the governments of Asian and African 
countries into business. This should be no surprise, and certainly no cause 
for emulation, since one of the primary tenets of Communist philosophy is 
government ownership of the means of production. It is perfectly reasonable, 
therefore, that they should concentrate, at cheap interest rates, on luring the 
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governments of underdeveloped countries into economic enterprises. At the 
same time, of course, they have not relaxed their effort to take over those gov- 
ernments through internal subversive action. Thus, they encourage govern- 
ments to go into ownership of productive enterprise, and then they attempt to 
take over the government itself. Once successful, they will have achieved the 
objectives of Communist society; namely, making the state the purveyor of 
everyone’s livelihood with consequent suppression of individual freedom. This 
also undercuts markets for the products of our allies. In this respect, time 
is on the side of the Communists because it is not likely that developmental 
programs, however speedy and extensive, will satisfy the desires of expanding 
populations in time to blunt the revolutionary ardor of many of these people. 

Thus, an investment in plants by the Soviets in these countries, which they 
hope to take over by subversion, is an investment in a Communist future. Is 
emulation the answer to this problem? 


SOVIET METHOD OF UNDERSELLING WESTERN GOODS 


The third Soviet method is underselling western capital and western products 
through politically induced low interest rates and low prices. This, again, will 
make it difficult for our allies to make a living by the sale of their products. 

All these devices are designed to undercut western economies and institutions. 
What is the answer to this challenge, and is the mutual security program meet- 
ing this challenge? In analyzing situations of political subversion, we find 
that what is lacking in those countries is an effective opposition. What is the 
natural base of opposition to communism, and what are we doing to encourage 
it? 

NEED FOR A PROPERTIED CLASS 


In Western Europe the Marshall plan succeeded in holding the internal 
Communist movements in check because there was already an established prop- 
ertied class and well-entrenched religious institutions. The two together have 
formed the basis of the Christian democratic parties which have held western 
European democratic institutions inviolate against the strong minority Com- 
munist movements. 

In the underdeveloped countries, however, there are no such basie institu- 
tions with a wide enough base upon which to build opposition to communism. 
Communism, briefly, is the ownership of the means of production by the state, 
with man, without rights or freedom, as the servant of the state. Our Western 
civilization has been based primarily upon private ownership of property and 
business, which has created a class in society which is willing to stand up for 
its rights, even against the state. In the history of the Western World, the 
development of democratic institutions, the right of franchise, the protection 
of individual rights, the evolution of judicial systems to enforce it, are trace- 
able to the rise of commercial and industrial interests. Individual freedom and 
democratic processes, in short, have historically developed in countries with 
a strong and diversified private ownership base. The groups with such an inter- 
est are the natural foes of communism. 

The reason why there is no strong opposition in Iraq and most of the under- 
developed countries to revolutionary movements is the absence of a strong and 
broadly based private ownership group, with a stake in the protection of prop- 
erty and individual rights, whereas it is easy enough for Communists to de 
velop well-disciplined cells among the poor. In country after country, the 
populace, spurred by Communist cells and aided by revolutionary use of fast 
transportation and instantaneous communication, are rising against the central 
governments sustained by the police power. Where the police power falters, 
the government falls, either by assassination, displacement, or exile. 

If we are to stem or slow down the tide of revolution, in order to gain time 
for the developmental work to take effect, the only focal point of such opposition 
to communism must be the evolution of a private ownership group in these 
countries. 


CONTEST IN AREA OF ECONOMIC AND POLITICAL INSTITUTIONS 


We must realize that the contest between communism and western civiliza- 
tion, having reached a state of military stalemate, is now in the area of eco- 
nomic and political institutions. If we believe that in the long run private 
ownership is the foundation from which will evolve political stability and indi- 
vidual freedom, the judicial system that protects private rights and democratic 
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processes of popular election of governments, then our programs must encourage 
the institution of private ownership. 

To think of our obligations to other nations only in terms of economic and 
technological developments would be to misread the portents of history in the 
same tragic manner in which we misread the military threats of the Soviet in 
in terms of geographic boundaries in the past 12 years. 

If we make this mistake, we may find that 10 years from now, although we 
have helped many countries with harbors, roads, and factories, we have lost | 
their governments to Communist-induced revolutionary movements. 

It would seem but a simple fact that, if it is in the interest of the Soviet to | 
encourage government ownership of the means of production and to inspire 
revolutions to take over these governments, we, in our programs, should en- | 
courage the contrary to these policies, namely, the institution of private prop- 
erty, the evolution of legal systems that would protect property and individual 
rights. Those who acquire a stake in this system would in effect oppose, be- 
eause of self-interest, the Communist movements, on the one hand, and govern- 
ment encroachments, on the other. 


PRIVATE OWNERSHIP IN FREE WORLD NATIONS 


If this theory be correct, then it makes no sense to compete with the Soviet 
in the establishment of state-owned systems. On the contrary, we must spend 
every effort to persuade the governments of friendly nations that their own 
long-range stability depends upon the development of an indigenous private 
ownership group and that our aid programs should be so channelized as to 
create such groups in their native countries. 

This will be much harder than present programs. There is likely to be 
even more waste of funds, and the hardships and difficulties will seem to be 
insurmountable at the present time but, in the long run, it seems to me that it 
is only by the adoption of an institutional approach and not a technological 
or financial approach solely that we are going to be able to oppose communism 
in these other countries. It is said that such institutions do not now exist, that 
there is no manpower qualified in administration and technology, that there 
are no traditions and judicial systems upon which this concept can be built. 
If so, the challenge is so much greater and the starting point perhaps should 
be with the training of the able and ambitious young people in those various 
countries, with the promise at the end of that training that they will be given 
an opportunity to enter private business with such financial help and tech- 
nological know-how as we can afford to supply. 

Another aspect of this problem is that in the Soviet system all capital and 
technological knowledge is centered in the government, all foreign aid pro- 
grams emanate from government policy and have the total resources and weight 
in manpower and technological know-how of the whole Soviet civilization, 

In our case, the Government commands but a small fraction, through taxa- 
tion, of the national resources, and but an infinitesimal fraction of the tech- 
nological know-how. In our society, both capital and knowledge, particularly 
in the technical field, is mostly concentrated in private hands. If we are to | 
meet the Soviet challenge, therefore, doing it wholly through tax money and | 
yovernment institutions is like putting the junior varsity team against the 
first stringers. 

This is no reflection on the caliber of the men who sacrifice much to serve 
their country abroad, but it is a statement of fact that the Government does not 
command the total resources of our people to meet the unified challenge of the 
Soviet. Hence, the engagement of our private resources in the development of | 
this philosophy of economic development through private ownership iS a neces- | 
sary condition. 

I do not subscribe to the theory, on the other hand, that private capital and 
private know-how can do the whole job because there are many situations in 
the world where the private profit motive and the fiduciary responsibilities 
of corporate managements in the safeguarding of their stockholders’ money 
would not permit them to undertake this task on their own responsibility. 
Further, there are development projects of a non-revenue-producing nature, such 
as roads, harbor improvement, hospitals, and schools which are properly pro- 
grams for government rather than private action. On the other hand, for- 
eign aid resources and Government employees are not, alone, enough to do the 


job. 
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NEED TO REDEFINE POLITICAL AND ECONOMIC OBJECTIVES 


Thus, we are confronted with the task on the one hand of redefining our 
political and economic objectives abroad in the underdeveloped areas and, 
secondly, of devising institutions which will bring together both government 
and private resources for the accomplishment of a program which has insti- 
tutional and judicial—as well as economic—objectives. This, I believe, is the 
challenge to the present and the succeeding administrations. 

Much progress has been made in this past year in redefining the objectives 
as well as exploring means of accomplishment. Whereas the Draper Committee 
has been considering the strategic values in the military and economic aid pro- 
grams, the Boeschenstein Committee and the Straus study have explored the 
institutional aspects of this program and the ways and means of encouraging 
more private participation. Dean Donald David, now chairman of the execu- 
tive committee of the Ford Foundation, sparked much of this interest in the part- 
nership concept between private enterprise and government to achieve these de- 
velopmental objectives abroad. But very few have centered their attention on 
the main anti-Communist device, the only one which will make native people 
stand up and oppose it, namely, private ownership and the prospect of enjoying 
the fruits of their labors, under free and democratic institutions. 


GOVERNMENT SUPPORT OF PRIVATE INVESTMENT ABROAD 


How do we implement such a program? The International Economic Policy 
Association commends the following proposals to the attention of the Congress: 
Tax incentives to private enterprise abroad must be granted to equalize the 
risks; extension of guaranties on investments against damage from civil strife; 
protection against currency depreciation and devaluations. Most important, 
perhaps, is the channelization of foreign aid funds and reinvestment of local 
currencies in productive enterprises abroad, through local financial institutions 
and private ownership units; development of partnership arrangements with 
United States or Western private enterprise in construction, management and 
training of personnel. The establishment of regional universities as proposed by 
Senators Mansfield and Johnson, and others—perhaps one for Asia, one for Latin 
America and one for Africa—where able young men from the respective countries 
of the area can mingle together in an atmosphere of freedom and secure the ad- 
vantage of a technological education under western teachers, with the use of mu- 
tual security and local currency funds; extension of an expanded agricultural 
surplus disposal program, through private channels over and above normal com- 
mercial markets, to relieve hunger and destitution, and to provide a capital base 
for new industrial enterprises; the use of private contractors in the accomplish- 
ment of developmental projects, with training of native personnel as a part of the 
obligation of the contract; clarification of antitrust laws; revision of antitrust 
laws to permit a combination of American firms to pool their resources in the ac- 
complishment of these objectives; the encouragement of conventions among na- 
tions, and development of judicial standards in each nation to protect private 
investments. 

These and many other devices must be carefully studied, planned for and fitted 
into a pattern to accomplish the overall objective which must be defined as (1) 
our own national security ; (2) the national independence of other countries: (3) 
the development of private property institutions; (4) the protection of indi- 
viduals against arbitrary action of the State: and (5) economic development 
within the framework of these institutions. Out of this complex, I am sure, 
over a period of time democratic governments, with greater stability, will 
emerge, as they did in the Western World from the time of the French Revolu- 
tion. 

In emphasizing private property rights, I want to make it clear that I include 
all forms of private property, individual, partnership, cooperative and corporate. 
And in basing the institutions of individual freedom on private property, I am 
not unmindful of the fact that, historically, free labor unions have come into 
existence and flourished under the private enterprise system. I cannot con- 
ceive of free labor unions in a state where the government owns all the means 
of production. 

In conclusion, I repeat that the mutual security program must be supported, 
as a vital holding operation, while the administration is engaged in a reevalua- 
tion of the objectives and the means. We cannot pull the rug from under our 
Government. That would be pust as drastic as pulling back all our military 
positions to the North American Continent. 
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ESTABLISHMENT OF PRIVATE PROPERTY SYSTEM IN UNDERDEVELOPED 
COUNTRIES 


Senator Morse. I only want to say that I don’t see how I could 
agree with a witness more than I agree with your major thesis, namel 
that our whole foreign aid program ought to be based on the ‘ultimate 
objective of establishing a system of private property in the countries 
to which aid is going. 

The sad thing i is the record shows we haven’t been doing that. And 
in some of the “phases of the program that we have had, it has been 
necessary to meet emergencies of the past. But conditions have 
changed quite a bit. I don’t think you are going to beat communism 
by simply pouring dollars into a foreign country. 

You are going to beat communism ideologically by relating that 
ideology to a form of livi ing, and that is what you have stressed. 

I think this has been brilliant testimony in which you have stressed 
the relationship between private property and ideology. I have 
always said that probably the greatest check we have, and we have 
many checks in our country, against any form of leftism or extreme 
rightism i is private home ow nership i in the city and family farm own- 
ership in the country. 

That is the way to keep self-government. Now there are other things 
you have to do too, and I wouldn’t exclude them. But I am so glad 
that we have a witness before us who has made this point. I am in 
favor of foreign aid, but a critic of much of our foreign aid, because I 
think we are missing Just such important points as you bring out. 

What good does it do to export an American corporation to the 
Latin American countries, pray tell me, to skim off of Latin America’s 
economy the cream and bring it back to the United States, leaving but 
the crumbs to the people of Latin America? 

Our oil companies did that in Mexico and got kicked out. I didn’t 
approve of the way they got kicked out because I don’t approve of 
expropriation, but if we just take the time to study why they got 
kicked out, we would understand it a little better. If this whole 
program is going to emphasize to the extent I fear it is presently 
emphasizing, simply building up American corporate empires in 
Latin America and other parts of the world, it will just be a matter 
of time before they get kicked out, and we will lose the battle again. 

What we have to do is help them develop their own economic pro- 
ductive resources. That is why a president of a Latin American 
country told me not so long ago: 

Senator, will you try to get across to your colleagues, we don’t need American 
corporations down here. We need to have developed our own corporations run 
by our own people, to develop our own resources for the benefit of our own 
people, not for the benefit of American investors. 

It is a hard bill of goods to sell, but you put your finger on it. and I 
want to thank you for your testimony. I am all through with my 
speech. It is the only one I have made today and that is ‘pretty good 
for me—just one a day. 

I yield to the Senator from Wisconsin. 

Dr. Danteian. Senator, may I make an observation there ¢ 

Senator Morse. Yes. 
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Dr. DantetiANn. I think that there is a growing development in the 
United States toward a partnership with local business interests, and 
I think that tendency is in the right direction. 

We must face up to the fact, however, that our Government com- 
mands only about 20 percent through taxation of the national re- 
sources, and only a small fraction of that is given to foreign aid, and 
the Government employs only about less than 5 percent of the total 
working population. On the other hand, Communist countries like 
China and Russia control the total resources, both of manpower and 
know-how, and I think that in the next decade if our programs are 

oing to be confronted by the total attack of the Communist system 
in this field, just merely government to government programs are not 
going to be enough, and I think we would have to devise machinery 
whereby the private enterprise sector in this country, which controls 
much of the know-how and the capital, also will be making a contri- 
bution in this field. 

This does not mean to say that they will be instruments of inter- 
national policy of the Government. I think that there are ways of 
creating conditions in which they would be glad to take a hand in 
this work. But their role in this should not be one of carrying the 
flag, but of training the local people in the techniques of business. 


BASIS OF MUTUAL SECURITY PROGRAM 


Senator Morse. Senator Wiley? 

Senator Wirry. You philosophers, of course, could cause me to 
make quite a speech of my own. I want to say that the mutual assist- 
ance program is based primarily upon aid to both groups. 

It came into existence because we thought at one time that the 
Kremlin expected ultimately to take over militarily. 

Now we have gotten around to where it expects to take over—until 
it is ready to shoot the gun—economically. 

Because the world has been made so small by man’s ingenuity, the 
countries we used to think were of no importance have become very 
significant in our national economy and national defense. 

And so while I could go on and philosophize about country X or 
country Y and say what they should have, I think in terms of the 
national defense of the United States. When you can get soldiers, 
good fighting men in Turkey for about $300 when it costs $6,000 to 
maintain our own boys, that is not wasting money. That is saving 
money. The same is true with Korea and the same thing is true in 
Formosa. 

When it comes to the question of going into universities and spend- 
ing money, we have to ask ourselves, Is it primarily at this time in the 
interest of the national defense of the United States? 

I am not wise enough to give the answer. A lunch guest said the 
other day, and that was at the luncheon you gave, Senator Morse, 
when I asked about the situation in South America, “Well, there were 
about 3 percent of the people who did the thinking.” 

Now when you face that situation, you face something that calls 
for the right kind of medicine. I don’t know just what it is, because 
I don’t know whether we have got enough money to go into all these 
countries and expect to help them, if it is not in the interests of the 
national defense. 
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Senator Morsr. Thank you. Senator Lausche? 
Senator LAUSsCHE. No questions at all, Mr. Chairman. 


Senator Morse. Thank you very much, Doctor. 

Senator Winery. Come again, Dan. 

Senator Morse. I don’t see the next witness in the room, 

Mr. WituraMs. I want to apologize, Mr. Hollander wasn’t able to 
come and he has asked me to come in his place. 

Senator Morse. Qualify yourself for the record and proceed in your 
own way. 


STATEMENT OF DAVID C. WILLIAMS ON BEHALF OF AMERICANS 
FOR DEMOCRATIC ACTION 


Mr. Wituiams. My name is David C. Williams, and I am Direetor 
of Research and Education, Americans for Democratic Action. 
I want to apologize on behalf of Mr. Hollander, our National Di- 


rector, that he was unable to be here this afternoon. 
I have Mr. Hollander’s prepared statement which I now submit for 


the record. 
Senator Morse. Mr. Hollander’s statement will be incorporated in 


the record at this point. 


(The statement referred to follows :) 


TESTIMONY OF EDWARD D. HOLLANDER, NATIONAL CHAIRMAN, AMERICANS FOR 
DEMOCRATIC ACTION 


Mr. Chairman and members of the committee, my name is Edward D. Hol- 
lander, and I am appearing today on behalf of Americans for Democratic 
Action, as its national director. Our organization appreciates this opportunity to 
testify before your committee in support of the Mutual Security Act of 1959— 
and, more particularly and enthusiastically, in support of the amendments 
offered to it by you, Mr. Chairman. 


SUPPORT OF ECONOMICS ASSISTANCE 


Our interest in economic aid is of very long standing, beginning with our 
first convention in March 1947, At that time, we declared our vigorous support 
of the Truman Doctrine as applied to the defense of Greece and Turkey against 
Communist aggression and subversion, and went on to advocate “striking boldly 
at hunger, war, and insecurity through loans and advances for rehabilitation”— 
the very concept which later took historic shape in the Marshall plan. 

We gave equally enthusiastic support to point 4 when it was first enunciated 
in President Truman’s 1949 inaugural address, and ever since. We have always 
considered that this great idea embraced both technical and economic aid, 
and were pleased to hear President Truman set the historic record on this 
question straight when he told the Sixth National Conference on International 
Economic and Social Development on May 1: 

“Although point 4 has become a household work in many countries of the 
world, it is usually associated—especially in this country—with technical assist- 
ance only, as distinct from loans for economic development. I would like to 
remind you, however, of this other element; and I quote from the original state- 
ment of point 4, as follows: ‘And, in cooperation with other nations, we should 
foster capital investment in areas needing development’.” 

Mr. Truman went on to say: 

“Just before the Korean war, considerable thought was being given within 
the Government to the undertaking of extensive public investment, by a long- 
term loan program, in the underdeveloped countries * * * All this went by the 
board when the Communists make their unprovoked attack on Korea.” 

Ever since the Korean war, there has been a heavy emphasis in the mutual 
security program on military aid and defense support. Thus, this year, 62 
percent of the funds which the administration has requested for overseas aid 
are for these two categories. 
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ADA has, year after year, taken every opportunity to plead the case for 
adequate technical and economic aid, both before committees of Congress and to 
the American people. We have, for example, given widespread distribution to 
three significant documents in this field: “The Only War We Seek,” by Arthur 
Goodfriend, published in 1951; “‘Partnership for Freedom—Proposals for World 
Economic Growth,” by Haldore Hanson, in 1955; and “Peace Is Positive,” 
again by Haldore Hanson, in 1957. 


SUPPORT OF FULBRIGHT AMENDMENTS 


The Korean war has been over for 5 years—but it is only now that the pros- 
pect opens before us, in the Fulbright amendments, to restore to our aid program 
its original positive and peaceful emphasis. In effect, Mr. Chairman, you are 
proposing to lift this powerful engine for progress out of the military morass 
in which it has been mired, and put it back on the tracks it left in 1951. 

To be sure, the administration took a step forward in 1957 by the establish- 
ment of the Development Loan Fund. It also sought to put this Fund on a long- 
term basis by asking for a 3-year authoriaztion and for authority to finance 
the Fund by borrowing from the Treasury, as the Export-Import Bank has long 
done. We were sorry that Congress rejected this latter recommendation, and 
that it reduced the authorization from 3 years to 2—but at least the principle 
of continuity was established. 

We regret that, in spite of numerous official statements on behalf of more 
adequate appropriations for the Fund and continuity over a period of years— 
most recently at the International Cooperation Workshop, November 135, by the 
present Secretary of State, then Under Secretary of State—the Treasury pre 
vailed over the State Department, and the administration has asked for only 
$700 million and has—in contrast to 1957—retreated to a 1-year authorization. 

Mr. Chairman, in a speech on April 30 at the Sixth National Conference I have 
already mentioned, Under Secretary Dillon said: “The $700 million which has 
been requested (for the Development Loan Fund) for fiscal year 1960 is an 
absolute minimum.” And he added, significantly: ‘(Next year the Department of 
State will recommend a longer term program, and I hope a larger program.” 

The tides of world history, however, do not stand still for the Bureau of the 
Budget, any more than they did for King Canute. The need for bold action faces 
us now—not next year, the year after, sometime, or never, 

In his message to Congress on overseas aid, President Eisenhower rightly de- 
clared that “‘it is not the goal of the American people that the United States should 
he the richest Nation in the graveyard of history.” Brave words—bnt the fignres 
he proposed are so meager that Mr. Dillon was driven to characterize them (and 
rightly So) as “San absolute minimum,” 

Mr. Chairman, this great Nation was not built by “an absolute minimum” 
effort on the part of its people, nor will we maintain our own dignity and the 
respect of the world on the basis of absolute minimums, 

In your amendments, Mr. Chairman, you have proposed doing what the State 
Department (if not the Treasury and the President) knows should have been 
done this year, and what Mr. Dillon proposes to do next year. You have not 
marked time, but boldly seized it. 

We likewise applaud the target figures you have set for the Development Loan 
Fund—$1.5 billion a year for 5 years. Indeed, we committed ourselves to these 
very figures in the testimony given before the House Foreign Affairs Committee 
last month by our then national chairman, Robert R. Nathan. 

As he said at that time, this does not mean that the funds thus made available 
should be rashly or imprudently spent. It does mean, however, that the United 
States would be moving toward the goal ADA has always urged—that our re- 
sponse to the needs of the underdeveloped countries should be measured, not by 
the limits of the funds available, but by the capacity of the recipient countries 
to put our aid to constructive use. We would be moving ahead of events, instead 
of forever limping along behind them. 





SUGGESTED STANDARDS FOR GIVING AID 


Mr. Chairman, at our national convention here in Washington, May 8 to 10, we 
put forward our own suggested standards for the giving of aid, and I quote from 
the resolution adopted by the 350 delegates from all parts of our Nation: 
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“Countries differ both in their ability to use aid effectively for their economie 
development and in the degree to which their economic development will help 
achieve free world objectives. Aid should be allocated where it can be most 
effective, and provided in amounts sufficient to permit progress toward itg 
objectives. 

“To be eligible for long term capital assistance, a country should meet at least 
the following standards: 

“1. It should have demonstrated its willingness to make efforts to promote its 
own development. 

“2. It should have a practical plan and programs keyed to the resources avail- 
able to it. 

“3. It should have a government which, at the minimum, assures both stability 
and the prospect that aid will benefit the people as a whole.” 


SUPPORT OF EXPANDED AID TO INDIA 


We consider that any successful foreign aid program must include greatly 
expanded aid to India. Because of India’s size, its political, moral, and strate. 
gic importance, and its present stage of readiness for economic development, we 
urge an American commitment to the fulfillment of India’s long-range plan for 
economic development. 

Mr. Chairman, we have long favored the separation of economic and techni- 
eal aid from military aid, and we hope that next year it will be possible to 
achieve this goal. 

SUPPORT OF REDUCTION OF MILITARY AID 


Meanwhile, we welcome the steps toward a more rational treatment of mili- 
tary aid embodied in your amendments as moving in the direction of the policy 
set forth by our recent convention, as follows: 

“Our programs of military aid should be stringently reviewed on a country- 
by-country basis to determine whether they are militarily effective, whether 
they complement democratic political objectives, and whether they conflict with 
economic development in the recipient country and in other countries.” 

Mr. Chairman, we have long advocated the channeling of an increasing pro- 
portion of our economic and technical aid through multilateral rather than bi- 
lateral channels. This committee can take a modest but significant step in this 
direction by adopting the amendment proposed by Senator Humphrey, under 
which the local costs of the U.N. expanded technical assistance program—as- 
sessed and audited by the U.N.—will be included in the base figure upon which 
the U.S. contribution of 40 percent to this program is based. 

We are, of course, against the whole idea of arbitrary percentage limitations, 
believing that this should be the subject of negotiation among donor govern- 
ments, and that we needlessly tie our own hands in such negotiations by impos- 
ing fixed limits. However, as long as this percentage limit exists, we believe 
that we should move toward a fairer basis upon which they may be calculated. 


SUPPORT OF INTERNATIONAL DEVELOPMENT ASSOCIATION 


We have long favored a multilateral aid agency, such as the long-debated 
Special U.N. Fund for Economic Development (SUNFED) or the International 
Development Association, proposed by Senator Monroney. We are pleased that 
talks are in process with other nations concerning the possible establishment of 
IDA. But we believe that this should not be used as an argument against es- 
tablishing the Development Loan Fund on a long-term basis now. 

In the first place, there will, for a long time to come, be need for bilateral 
aid as well as multilateral aid. Given the limitations on the amounts other 
nations can or will contribute, and given past policies of limiting the propor- 
tion of the U.S. contribution to any given international undertaking, IDA, even 
if established next year, will not have the funds needed to do the full job. 

Second, there appears to be no reason why the Development Loan Fund 
should not be able to contribute to the IDA, if established. I quote here a 
relevant passage from the speech of Robert Cabot, Assistant Deputy Acting Di- 
rector for Loan Operations, Development Loan Fund, delivered at the Interna- 
tional Cooperation Workshop, November 12: “It is also quite likely that DLF 
will be a source of U.S. contributions to regional banks and other international 
development institutions as they come into being.” 
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If I interpret this sentence correctly, it means that a long-term, adequately 
financed DLF can be a source of capital for IDA, as well as for the funds needed 
in bilateral programs. 

Mr. Chairman, you have in your statement of April 24 admirably put the 
ease for the amendments which you, together with Senators Humphrey and 
Kennedy, have presented. Rather than gild the lily or refine gold, let me con- 
clude simply by saying that it is a happy occasion for us to be able to support the 
poldest and most imaginative proposals offered since the early days of point 4. 

We believe that your amendments go a long way toward rescuing President 
Truman’s noble concept—one of those truly great ideas which transform his- 
tory—from the pettifoggers and pennypinchers into whose hands it has fallen. 
Indeed, we believe that what public apathy about overseas aid exists is due 
largely to the niggling and apologetic way in which it has been presented—and 
that the American people will respond with enthusiasm to the giant step for- 
ward which you propose. As the Marshall plan conclusively demonstrated, 
Americans may have little patience with small ideas, but they have the will 
and the capacity to rise to the height of great ones. 


SUPPORT OF FULBRIGHT AMENDMENTS 


Mr. Witu1aMs. I will simply confine myself to a few of the high- 
lights. In the first place let me say that this statement, broadly 
speaking, is a declaration of enthusiastic support for the amendments 

roposed by Senator Fulbright and joined in by Senator Kennedy, 

nator Humphrey, and others. 

We think that this is a historic step forward. We have come here 
for so many years to testify on behalf of an inadequate program that it 
is a real pleasure, for the first time in the 8 years that I have been in 
Washington, to come here and testify on behalf of proposals that 
seem to me of a character adequate to the need and to the challenge. 

I might mention, as I think Senator Fulbright has already said, 
it is pretty clear that the State Department itself realizes that they 
have come forward with an inadequate proposal. 

As a matter of fact, on April 30, at the Sixth National Conference 
on International Economic and Social Development, Under Secretary 


Dillon said : 


The 700 million which has been requested for the Development Loan Fund 
for fiscal year 1960 is an absolute minimum. 


And he added, significantly : 


The next year the Department of State will recommend a longer term pro- 
gram and I hope a larger program. 

As I see it, Senator Fulbright and his colleagues have recommended 
this year what the State Department knew it should have done itself, 
and what in effect Under Secretary Dillon said that he would very 
likely do next year. 


SUPPORT OF LONG-RANGE PROGRAMS 


Now, apropos of some remarks made this morning, the fact that 
the Fulbright amendments call for $1.5 billion a year to be made 
available each year for the next 5 years does not mean, in our view, 
that the funds thus made available should be rashly, hastily, or 
recklessly spent. In fact, as I see it, the great advantage of this 
approach is that for the first time we will be ahead of the game in- 
stead of limping along behind events. 


40110—59—pt. 2-35 
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The authorizations of the magnitude proposed by Senator Ful- 
bright, will mean that we can plan ahead; that we needn’t spend all 
available funds each year. 

We needn’t commit it all each year. It can accumulate over the 
years, so that there won’t be this push, as there now is with annual 
authorizations and appropriations, to commit everything each fiscal 
year, for fear that—as so often has happened, especially in the House— 
the ICA will be reproached for not spending money. And the 
fact that it hasn’t spent all its money is constantly used as an argument 
for cutting its appropriation the next year. 

Senator Lauscue. May I interrupt at this point. 

Senator Morse. You certainly may, Senator. 

Senator Lauscur. Doesn’t your last sentence imply your convic- 
tion that every governmental agency ought to strive incessantly and 
inordinately to spend every dollar that is allocated to it so as to in- 
sure that in the next fiscal year it will not be faced with the argument 
of Appropriations Committee members that “You didn’t spend what 
we gave you last year. Therefore, why are you asking for the same 
amount this year or asking for more?” 

Mr. WituiaMs. I think that, so long as that specious argument is 
used by members of the Appropriations Committee, there will be 
pressure on Government agencies to commit everything that is ap- 
propriated. 

And that appears to me to be wrong in a long-term program of this 
kind. 

No great business corporation would operate on such an ever-bare 
cupboard basis, spending everything that it has every year. 

We should appropriate and authorize enough, but we should be 
pleased if some years not all of it is committed and if it goes on 
over to the next year. This will show first that we are being prudent 
in our administration of these funds. Second, it will give us that 
backlog, that reserve which will enable us to plan ahead into the fu- 
ture. The very thrust of the Fulbright amendments as I see it 
is to get away from the notion that you have to spend all that is ap- 
propriated every year, otherwise you will run the risk of having your 
appropriation cut next. year. That argument, as you know, Senator, 
has been used over and over in the House. We have ourselves testi- 
fied repeatedly and tried, along with many others, to convey the idea 
that there is such a thing as a pipeline and that you don’t have to 
empty it every year. 

enator Lauscur. If I may say so, I have seen it happen so often 
that it became frightening, where men in whom I had absolute con- 
fidence, as the fiscal year was coming to an end, rushed to make cer- 
tain that they spent every dollar that they had in the treasury. 

There would be about 50 cents left in it. It does happen. Pardon 
me for interrupting. 

Mr. Wuu1aMs. I thoroughly agree with you and applaud you, Sen- 
ator, in that respect. Particularly in long-term programs of this 
character, I think that an annual, last minute rush to spend money 
should be avoided. That the very importance of the long-term view 
that the Fulbright amendments give is that there will not be that 
compulsion. 
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SUPPORT OF REVIEW OF MILITARY ASSISTANCE PROGRAM 


I am also heartily in favor of the amendments offered by 
Senator Fulbright in the sense that they do make a move toward a 
careful review of our military aid program, and I should in that con- 
nection also applaud the amendments that Senator Humphrey intro- 
duced more recently, directed to the same purpose. 

Obviously, no layman can profess to say whether military aid in the 
recise quantities given is essential or whether in some respects it 
oes more harm than good. But we do think that these amendments 

will move in the direction of compelling a careful scrutiny and re- 
view of these military aid programs—so that those which do not con- 
tribute to our national security or which may even detract from the 
economic development of the country concerned and possibly of its 
neighbors may, if it seems desirable after the review and after the 
scrutiny, be reduced to more suitable proportions. 

The other point which I want to mention—and, so far as I have no- 
ticed it hasn’t been mentioned in these hearings to date—is the possible 
conflict which exists between the International Development Asso- 
ciation proposed by Senator Monroney and the Development Loan 
Fund. As I understand it, in recent days the argument has been 
advanced that this would be the wrong time to put the Development 
Loan Fund on a long-term basis, because talks are going on with other 
nations about their contributing to the International Development 
Association. 

In this connection we have quoted in our prepared testimony from 
a speech made by Mr. Robert Cabot. 

Rosaher Lavuscup. What page is that? 

Mr. Witu1aMs. Page 4, the second full paragraph, a speech by Mr. 
Robert Cabot, Assistant Deputy Acting Director for the Development 
Loan Fund, delivered at the International Cooperation Workshop, 
November 12, and I quote: 


It is quite likely that the Development Loan Fund will be a source of U.S. 
contributions to regional banks and other international development institutions 
as they come into being. 

I am pleased to note that one of Senator Humphrey’s amendments 
spells that out. I am referring to the one he has offered to section 
207, reading : 

Contributions to international organizations for economic development : When- 
ever the Secretary of State finds that the purpose of the fund may be effectively 
promoted thereby, the fund may contribute to an international organization 
engaged in assisting in economic development, provided that not more than one- 
quarter of the assets of the funds available for lending in any one year may 
be so used in that year. 

As I see it, that spells out and makes definite precisely what Mr. 
Cabot had already said: That if, as I hope, as we in ADA hope, the 
long-term authorization of the Development Loan Fund is approved 
this year, it will become a possible source of loan capital for the Inter- 
national Development Association, if, as, and when that association is 
established as a result of the talks now going on. 

_ So in conclusion I want to emphasize very strongly that, as I see 
it, the prospect of the International Development Association is not 
an argument against a long-term authorization for the eee 


Loan Fund this year. In fact, in view of what Mr. Cabot said, and 
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yarticularly as this is spelled out in the amendment offered by Senator 
fumphrey, the Development Loan Fund can be a source of funds 
for the International Development Association and can assist in 
launching such an international lending agency. 

And of course we have for many years and repeatedly testified in 
favor of channeling an increasing proportion of our loans through 
multilateral, through international channels. 

Senator Morse. Mr. Williams, we are very appreciative of this very 
intelligent testimony that you have just put in the record. Your full 
statement is a part of the record. 

I am about to turn the gavel over to Senator Green, but I will 
finish with your presentation first. Senator Lausche, do you have 
any questions? 

Senator Lauscue. After you. 

Senator Morse. I am through. 


DEVELOPMENT LOAN FUND, EXPORT-IMPORT BANK, AND INTERNATIONAL 
DEVELOPMENT ASSOCIATION 


Senator Lauscue. I would like to ask, have you studied the dif- 
ference in the purposes and the structure of (1) the Development 
Loan Fund, (2) the Export-Import Bank, and (3) the International 
Development Association which has been suggested by Senator 
Monroney ? 

What functions will these institutions perform ? 

Mr. Wiu1aMs. Well, the Export-Import Bank, as I understand it, 
Mr. Senator, was established to some extent for the purpose of promot- 
ing American exports, and the loans which it makes are tied to the 
purchase of goods in the United States. And those loans are repay- 
able in dollars. In other words, the Export-Import Bank makes dollar 
loans which are tied to their use, the use of them, directly, for pur- 
chases in the United States. Of course, indirectly, every dollar we 
spend abroad comes back to us sooner or later. But under the Export- 
Import Bank type of operation it comes back directly. It buys Ameri- 
can machinery and the like. 

The Development Loan Fund is an American institution operating 
within the framework of American policy capable of making loans on 
more lenient terms than the World Bank or Export-Import Bank. 
And as I understand it, and in this respect my impression is contrary 
to that of the witnesses for the Farm Bureau Ration this morn- 
ing, the DLF is required, when it gets a loan application, to find out 
first whether the Export-Import Bank or the World Bank can take 
care of it. 

If they can, the borrower is told, “Go to the World Bank.” “Go 
‘to the Export-Import Bank.” 

Only if the requirements are such in terms of leniency of the loan 
terms, and particularly with regard to repayment in local currencies, 
will the Development Loan Fund consider the application rather than 
referring it to one of the other institutions. 

And, of course, I might also add that they are expected to show that 
they can’t raise it from private sources. The International De- 
velopment Association is still in the talking stage ; no concrete proposal 
has been presented. But, as I understand it, this would be a multilat- 
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eral agency attached to the World Bank, a sort of second mortgage 
window at the World Bank, which would make loans of the character 
that the Development Loan Fund is making—that is, loans which don’t 
qualify by the strict standards of the World Bank or the Export- 
Import Bank, loans perhaps repayable in local currency. 

The essential difference between the International Development As- 
sociation and the Development Loan Fund would be that IDA would 
be an international institution. Of course, it would be dominated by 
the creditor nations just as the World Bank is, and primarily by the 
biggest creditor nation of all, the United States. FP an 

ut the Development Loan Fund is strictly an American institution 
and does operate within the framework of American policy. So it 1s 
a bilateral aid institution. IDA would be multilateral. 

Senator Lauscue. From the standpoint of terms which would be 
accorded, the International Development Association and the De- 
velopment Loan Fund would fall practically into the same category; 
is that correct? That is, liberal terms payable by local currency in- 
stead of hard dollars or whatever the hard cash might be? 

Mr. Wiiu1aMs. That would be my assumption, although I can’t be 
dogmatic because the International Development Association does not 
exist yet, even as a draft proposal there. 

Senator Lauscne. What is your view on the International Deveiop- 
ment Association? Do you feel that it will duplicate functions or that 
it is a needed institution ? 

Mr. Witu1AMs. Well, our view is that for a long time to come there 
will be need both for multilateral and for bilateral aid. 

As we said in our testimony, it is hard to conceive that in view of 
present attitudes, we would be willing, overnight to make all our aid 
multilateral. So I see the International Development Association 
as a way in which we can increase the proportion of our aid that goes 
through multilateral channels. 

This will be the first multilateral lending agency in the field in 
which the Development Loan Fund is operating. 


FINANCING OF DEVELOPMENT LOAN FUND UNDER FULBRIGHT AMENDMENT 


Senator Lauscue. You probably heard my questions this morning 
about what means should be chosen to finance the $1,500,000 a year 
Development Loan Fund. The Fulbright proposal contemplates that 
it shall be financed to the extent necessary by the sale of Treasury 
bonds. The other means would be through current revenues out of 
the general fund. What are your views on that? 

Mr. WixiiaMs. My views are the same as those which Senator Ful- 
bright expressed this morning: That, under the Fulbright proposals, 
the Fund will borrow from the Treasury when, as, and if it needs 
the money. And let me emphasize, as Senator Fulbright did, that 
there is no law written in the skies which requires that each one and 
a half billion be spent in a single year. 

In fact, one of the great merits in this proposal is that you can 
start gradually and prudently and build up. Now, of course, that 
will tie into the general Treasury problem of the United States. It 
Is conceivable that at times and occasions of its own choosing the 
Treasury might want to sell bonds. 
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But there wouldn’t be, as I see it, and as I understand what Senator 
Fulbright said this morning, a direct connection. I mean that when 
the Development Loan Fund asks the Treasury, say, for $100 million 
loan, the Treasury won’t go right out and sell $100 million worth of 
bonds. It will become part of the general credit problem of the 
United States. 

Senator Lauscue. Do you see any possibility that we might reach 
a point through the selling of Treasury bonds where the public ability 
and willingness to buy might become exhausted ? 

Mr. WixuiaMs. There, sir, you are getting out of my depth. I am 
not an economist. 

Senator Lauscue. Have you heard that the Treasury Department 
has had difficulty in selling its bonds on at least, I think, two occa- 
sions within the last 2 or 3 months ? 

Mr. WituiaMs. Yes, sir. 

Senator Lauscne. And that on one occasion holders of Government 
bonds, I think in the amount of $200 million or more, said they wanted 
cash and not substitute bonds? 

Mr. Wiutu1aMs. I am aware of that. Let me make this observation, 
and here I might quote the President himself in his message to Con- 
gress in connection with his aid program. He said that it wasn’t our 
objective to be the richest nation in the graveyard of history. 

Senator Morss. Of course, Mr. Williams, some of us think if this 
administration followed an entirely different fiscal policy, they would 
not have had any difficulty selling their bonds. When they followed 
a program that offered the banking houses the kind of subsidies they 
have offered, they got into difficulties selling their own bonds. I think 
we ought to try to change the unsound fiscal policy of the administra- 
tion. 

Mr. Chairman, I turn the chair over to you. 

Senator Green. I think the Government is calling on all of us. 

Senator Morse. There is a rollcall on the Humphrey amendment on 
the floor. The next witness will be Mr. Carl T. Mitnick, National 
Association of Home Builders. 

(Brief recess. ) 

Senator Lone (presiding). Mr. Carl Mitnick. How are you, Mr. 
Mitnick? Will you proceed with your statement, please, sir. 


STATEMENT OF CARL T. MITNICK, PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Mr. Mrrnickx. Mr. Chairman, I welcome this opportunity to dis- 
cuss with you the international program of my organization. First, 
may I introduce myself. I am Carl T. Mitnick, a homebuilder from 
Merchantville, N.J., and I presently have the honor to hold the office 
of president of the National Association of Home Builders. 

bn my left is Mr. Neal Hardy, director of our national housing 
center. 


WORK OF NATIONAL ASSOCIATION OF HOME BUILDERS IN HOUSING 
PROBLEMS OF UNDERDEVELOPED COUNTRIES 


Our organization has for several years been interested in establish- 
ing and maintaining professional relationships with private builders 
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in other countries. More recently we have become convinced that di- 
rect working contacts between American homebuilders and their 
counterparts in other countries of the world should be increased. 

Based on my own experiences in visits to many foreign countries, and 
because of the enthusiasm and effectiveness of our growing program 
of cooperation with affiliated builder groups in other countries, I de- 
cided that I would devote a major share of my efforts during 1959 to 
an expansion of our work in other countries. 

With this thought in mind, I wrote to a number of the key leaders 
jin our industry early in April. At that time I asked them whether 
they would be willing to devote from 1 to 2 months of their time to 
become members of technical missions to underdeveloped countries. 
I advised my fellow builders that I would expect them not only to 
give their time but also to be prepared to pay their own expenses, 
whatever they might be. 

I further told them that they would have to agree, before joining 
any technical mission, to refuse to engage in any negotiations in other 
countries which might involve personal business undertakings during 
the term of this mission. 

Iam frank tostate that I have been both surprised and tremendously 
pleased at the response I have received to my request for help in this 
endeavor. Some 60 of our leading builders have definitely committed 
themselves to visit other countries, and an additional 150 have ex- 
pressed a sufficient degree of interest to assure me that, if anything, we 
have more volunteers than we probably can accommodate in the 
reasonably near future. 


NECESSITY OF GOOD HOUSING 


Now, if I may, I should like to describe to the committee in very 
brief fashion exactly what it is we propose to do. We, in NAHB, 
are committed to the basic principle that the maximum degree of 

rivate homeownership is a good thing for any country, its people, and 
its domestic economy. 

We are further convinced that, to the extent people can obtain rea- 
sonably good housing in which they have a personal proprietary 
interest, they will become better citizens and, in a very real sense, 
enthusiastic members of a free enterprise society. 

Conversely, we are convinced that it is in those countries where 

ople are poorly housed with little prospect of improving their 
iving conditions that communism finds it easiest to subvert vast 
numbers of ordinary people. 

We believe with what I trust is pardonable pride that the private 
building industry in this country, based on its record of accomplish- 
ment over the past several years, has acquired a type of know-how 
which should prove useful to builders and Government officials who 
are struggling with housing problems in underdeveloped countries. 


STUDY OF HOUSING PROBLEMS IN UNDERDEVELOPED COUNTRIES 


Our aim is solely to send our best and most experienced people to 
these countries where they can have an opportunity to study firsthand 
the housing problems in underdeveloped countries, to consult with 
their opposite numbers and, through an exchange of information, give 
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the kind of suggestions and advice which will help our foreign col- 
leagues to do a better job of providing better housing for an ever- 
increasing proportion of their people. 

At this point I should like to emphasize that we are fully aware 
of the fact that we will gain for ourselves a great deal in this type of 
on-the-spot consultation. It has been my own experience and that of 
my colleagues who have already worked with builders in other coun- 
tries that we have as much to learn as we have to teach, and those of us 
who are about to embark on this undertaking welcome the opportunity 
of improving our own knowledge. 

I have discussed my proposal to send small teams of technical build- 
ing experts to other countries with all of the interested agencies of 
our own Government. I have emphasized in each case that this is 
strictly a private enterprise undertaking which will not involve the 
Government in the expenditure of a single dollar. 

At the same time, I have emphasized that as American businessmen 
we did not want to proceed in the field of foreign relations without 
the advice and suggestions of those people in our Government respon- 
sible for the administration of our foreign policy. For better or 
worse, as we proceed with this program, we will be unofficial repre- 
sentatives of our own country, and we want seriously to do the very 
best job we can duri ing our stay in our countries. 

I am pleased to be able to inform the committee that everyone 
with whom we have talked has offered us the fullest cooperation and 
assistance, and we have already received invaluable advice as to the 
countries most in need of the type of assistance we have to offer, as 
to the nature of the housing problems in particular countries, and a 
most generous offer of staff assistance in introducing our teams to the 
appropriate people in the countries they intend to visit. 


HOUSING PROBLEMS IN LATIN AMERICA 


Following an announcement I made of our program 2 weeks ago 
today, I have received a number of requests from officials in Latin 
American countries to consult personally with them on their housing 
problems. I am therefore leaving this country next Monday for 
Guatemala where I have been invited by the President of that coun- 
try to discuss with him the types of technical assistance we may be 
able to give the private businessmen in his country. 

I plan to visit a number of other Latin American countries after 
my visit to Guatemala, and at the conclusion of this we will organize 
a number of carefully selected builder teams of three to five each to 
visit a number of countries in Central and South America. 

I am hopeful that during my own trip I can better familiarize 
myself with the different housing problems in various South American 
countries and thereby be in a better position to personally supervise 
the activities of our own people. 

I am frank to state to your committee that we are embarking on 
what is, in many ways, a novel undertaking in which our experience 
to date is at best limited. Weare doing so in asincere desire to further 
a sound person-to-person relationship in the particular field in which 
we are experienced. We have every leis ead expectation that we can 


be helpful to our friends in other countries and, if we are correct in 
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this assumption, we would hope that other industries will be equally 
enthusiastic about the organization of similar missions, 

If there are questions which the members of the committee would 
like to ask, I shall be more than happy to discuss our program in more 
detail with you. 

Thank you very much. 

Senator Lone. Thank you very much, Mr. Mitnick. It is a very 
fine program on which you are working. 

General Bonner Fellers. Is General Fellers here? 

Delighted to see you, General Fellers. Will you proceed with your 
statement, sir. 


STATEMENT OF BONNER FELLERS, BRIGADIER GENERAL, US. 
ARMY, RETIRED, NATIONAL DIRECTOR, CITIZENS FOREIGN AID 
COMMITTEE 


General Freiiers. Yes. 

I have here a list of our committee. I represent the Citizens For- 
eign Aid Committee, and I would like to show that list to you and 
sabmit it for the record. Yesterday we were not known. 

Senator Lone. I believe that was put in the record yesterday, Gen- 
eral Fellers. 

General Fetters. It was? Thank you. 

Senator Lone. I believe I had previously read the newspaper ad 
that your organization put in one of the Washington newspapers, 
which had a very substantial amount of information in it. 

General Frtiers. That is correct. 

Senator Lona. A lot of challenging thought, it seemed to me. 

General Fetters. Mr. Chairman, for the privilege of appearing 
before you, Iam grateful. My name is Bonner Fellers. I am a briga- 
dier general, U.S. Army, retired. I have been graduated from various 
Army schools beginning with West Point and including the War 
College. For 2 years, 1940-42, I was the U.S. observer of combat with 
the British forces in the desert campaigns in Libya. From 19438 to 
1946, I was on the staff of General of the Army Douglas MacArthur. 
My duties included chief of joint planning and military secretary 
to General MacArthur. 


REBUTTAL OF DRAPER CRITICISM OF VIEWS OF CITIZENS FOREIGN AID 
COMMITTEE 


On Tuesday, April 28, 1959, Gen. William H. Draper, Jr., Chair- 
man of the President’s Citizens Panel on Foreign Aid, addressed the 
U.S. Chamber of Commerce breakfast. He attacked the entire pro- 
gram advocated by the Citizens Foreign Aid Committee. His at- 
tack, in general, paralleled the criticism previously published by the 
executive branch of the Government for the use of the House Com- 
mittee on Foreign Affairs, copies of which doubtless have been issued 
tothe Senate Foreign Relations Committee. 

Consequently, as head of the President’s Citizens Panel, which has 
already cost American taxpayers nearly half a million dollars, Gen- 
eral Draper, possibly to a considerable degree, reflects administration 
views. 
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The general’s opening sentences were: 


You here this morning, and all of the American people are being asked by the 
committee headed by your other speaker (Mr. Walter Harnischfeger) to “take 
our first stand in the last ditch.” 

You are being asked to embrace the fortress America concept—the idea that 
America’s safety lies in isolation * * * lies in a hurried retreat back into our 
own hemisphere. 

General Draper’s remarks completely misrepresent and distort the 
views of the Citizens Foreign Aid Committee. We advocate neither 
isolation nor retreat. 

In this air-space-nuclear age, a decision—if war is forced upon 
us—will not be reached on the ground. It will come from the 
sky. Five or fifty or no American divisions in West Germany 
would make little difference, militarily. These divisions, or lack 
of them, could not influence the decision being reached in the sky, 

Senator Lone. Pardon me, General Fellers, if I might just in- 
terrupt you there. 

I personally have experienced some of the attitude that your 
committee is finding, that any time you come up with some con- 
structive thought and say something in the program does not ap- 
pear to be running the way it should, there is always someone 
who wants to say you are an isolationist or you have lost all con- 
tact with the facts, when perhaps the thing you are pointing out 
is that we are not getting anywhere by annually picking up the 
$50 million deficit of the Greek Government, for example. We 
usually manage somehow to find a way to dedicate $100 million 
every 2 years, of our foreign aid funds, to pick up their annual 
accumulated surplus of $50 million a year. 

But it seems every time you criticize something like that, some- 
body immediately wants to say you are an isolationist, or you do 
not know what it is all about, or you do not realize the problems 
that are involved. 

General Fruiers. That is true. 


THREAT OF SOVIET ATTACK 


The United States is the only power willing and able to chal- 
lenge the Soviet Union. Consequently, it is likely and it is mili- 
tarily sound that if the Reds strike, they will bypass Europe and 
strike directly against the United States. Should this event occur, 
the United States and our allies could be defended more effec- 
tively if our forces and resources are not deployed, as at present, in 
indefensible positions around the world. 

With intercontinental bombers and intercontinental ballistic mis- 
siles in the hands of both the Soviets and the United States, the 
terrific striking power of these two colossi is only hours and min- 
utes apart. Thus, today, it is foolish to speak of isolation for 
the United States. Modern technology has made isolation 
impossible. 

Sensial Draper continued to misrepresent our stand: 


They (our committee) would coldbloodedly let our friends and allies fend 
for themselves against the Communist menace. 


This assumption is wholly unjustified. 
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ROLE OF STRATEGIC AIR COMMAND 


Our committee has indicated no inclination to repudiate treaties, 
or to abandon our allies, or to permit the Soviets to take over the free 
world. Westand uncompromisingly for free world defense with prin- 
cipal reliance on the air-space-nuclear striking power which our Stra- 
tegic Air Command (SAC) now possesses. SAC is the only military 
force in the world which the Kremlin fears. With such totally de- 
structive striking power at our disposal, the Soviet Union is unlikely 
to start a war. but if war came today, we could win quickly and 
decisively. 

The majority of the planes in SAC, however, are wearing out; our 
intercontinental ballistic missile program lags. Our committee stands 
for immediate action to keep SAC overwhelmingly superior to the Red 
strategic striking power. 

Today, the United States alone is providing the entire free world 
with the protection of the greatest known war deterrent—SAC; and 
so long as SAC is superior to Red strategic power, our deterrent is 
likely to continue effective. 

Senator Lone. Might I just interrupt you there, General Fellers? 

General Frturrs. Please. 

Senator Lone. You really do not have any direct knowledge of what 
the Russians have been able to achieve in the way of intercontinental 
ballistic missiles, do you? You can only guess at it, just as some of us 
have to guess at it. 

General Frtiers. That is correct. However, there are indications 
that they do have a good one, and I can give you those. 

In the first place, about a year ago—— 

Senator Lone. The point I have in mind is that it does not take 
a large number of intercontinental ballistic missiles, provided they are 
equipped with thermonuclear warheads, to destroy just about every- 
thing in a country that is no better prepared than we are. 

General Friiers. That is true, except a missile does not carry as 
big a warhead, as big a load, as a bomber. 


RUSSIAN INTERCONTINENTAL BOMBER PRODUCTION 


About a year ago, it looked as if the Russians were going to pass us 
in intercontinental bombers in numbers, and then they stopped making 
them as fast as they had been making them, and I think our people 
do not know why, but the presumption is that they have a missile, and 
that they have slacked off on bomber production. 

There is one other side: Russia is building an extensive civil defense, 
both for her people and for her military establishment. 

We are not doing that. Now, they know we are not going to strike 
first. Therefore, if they are building a defense, perhaps they expect 
to have retaliation. 

So I think that they must have a missile which is perhaps better than 
we know, but that is only my guess, and those are the reasons. 

Senator Lone. It would not be a bad idea if we spent a little less 
money around the world, and a little more digging into the ground 
here, if you really think we are to fight those people. 
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General Friiters. Mr. Chairman, if we spent the money we have 
wasted in foreign aid on missiles and bombers, there would be no 
chance of a war. That is how bad this thing is. 

In the light of our air-space-nuclear force, the withdrawal of our 
troops from West Germany, which General Draper deplores, in no 
sense represents an abandonment of our allies. 

SAC costs the United States billions of dollars annually. If SAC 
maintains our air-space-nuclear defense of the free world, and this it 
does, surely our allies in Western Europe whose economy is now 
flourishing, should replace the five American divisions now stationed 
in West Germany. 

To continue quoting General Draper: 


SUPPORT OF MILITARY ASSISTANCE IN KOREA AND TAIWAN 


* * * the Kremlin, which has demanded that our forces leave Taiwan and the 
Western Pacific and that our troops be pulled out of Berlin, would warmly 
endorse every recommendation made by this other committee. 

Again, General Draper is in gross error. Our first report—For- 
eign Aid and You”—contains in its second recommendation : 
in countries which we are morally obligated to defend and which are directly 
threatened with Red aggression, military assistance—for the time being—should 
be continued, but on a realistic basis. 

Our committee’s presentation before the House Committee on For- 
eign Affairs, April 20, used this recommendation and cited Formosa 
and Korea as examples. Therefore, the Kremlin would not warmly 
“endorse every recommendation” which our committee has made, 
And the Kremlin most certainly would not endorse the strengthening 
of SAC to which our committee is dedicated. 

General Draper put these questions : 

Do we—the richest and most powerful Nation in the world—help to defend the 
free world and thus defend ourselves? 

Or do we default our responsibility—default the leadership we have in- 
herited—abandon the rest of the world to Communist conquest and in effect ae 
cept worldwide defeat? 


SUPPORT OF SAC AS FREE WORLD DEFENSE SYSTEM 


Our committee endorses the only weapons system—SAC—capable 
of defending the free world. The surface defense which General 
Draper proceeds to outline could result in our defeat and in the aban- 
donment of our allies. He traces— 


the free world’s far-flung defense perimeter, manned jointly by allied and U.S. 
forces— 


here is his idea of the perimeter: 


It extends through the NATO area in central Purope, through the Middle East 
and around the rim of Asia to the Northern Pacific * * * 

It is a very wide area important to our security; the nations of this area 
cannot defend it without our help. 

Together we do have the strength * * * 

If strong and well-armed forces hold these perimeter positions, then in the 
event of local aggression our friends and allies and we ourselves gain time for 
reinforcement, 


General Draper and the advocates of surface defense would station 
American troops about the Soviet perimeter knowing that they and 





ave 
ho 


our 
no 


AC 
s it 
LOW 
ned 


ctly 
yuld 


or- 
osa 
nly 
de. 


ing 


the 


in- 
ac 


ble 
ral 
an- 


U.S. 


ast 


rea 


the 
for 


ion 


ind 


MUTUAL SECURITY ACT OF 1959 1199 


those of our allies will never equal in strength the forces of the Soviet 
Union and her allies. They ignore the lessons handed down from 
Napoleon and Hitler, who fell victims of Russia’s unlimited man- 

wer, her intolerable winters, and her enormous distances. In the 
fight of our present superior strategic striking power, what a false 
picture of America’s true capabilities General Draper has painted. 

He speaks of strong and well-armed forces about the Soviet perim- 
eter. Whose forces? The 21 divisions in NATO? Allied forces in 
Iraq? Iran? Afghanistan? Pakistan? India? Burma? Thai- 
land? How ridiculous is it to pretend that strong and well-armed 
forces exist or will exist to hold these perimeter positions. 


INCREASING STRENGTH OF U.S. ARMY 


Senator Lone. General Fellers, in line with what you have been 
saying, which some of us have been advocating, that we ought to main- 
tain a stronger Army, President Eisenhower opposed maintaining an 
Army of 900,000 on the basis that if we had the troops we would not 
know what to do with them, because we are hopelessly weak in the 
most strongly held position we have, which is Western Europe. 

General Frviers. That is right. 

Senator Lone. And his position was, if we had more divisions, they 
would not do any good. 

General Freiuers. That is correct. But the chairman of his com- 
mittee or panel is making these recommendations; and I do not know 
what his report says to the President, but this is his concept. 

Senator Lona. Yes. 

General Friiers. Every one of these countries has trouble main- 
taining internal order and control. It would be useless for us to 
garrison these far-flung perimeters even if we could afford the billions 
of dollars and the millions of men that would be required. 

Yet General Draper and others high in the defense picture believe 
the issues can be resolved by ground combat along the Soviet frontier 
He calls this nonexistent perimeter force— 

a major deterrent to aggression and an opportunity through negotiation to avoid 
war itself. 

What is a deterrent? To be effective, a deterrent must incite 
fear—suflicient fear to prevent the enemy from striking. There is 
nothing in our imaginary perimeter force to incite fear in anyone. 
Thus, surface forces about the Soviet perimeter cannot constitute a 
deterrent or offer an opportunity through negotiation to avoid war 
itself. 

The real deterrent, SAC, is commanded from Omaha. Today it 
has the capability of destroying the Soviet war potential in a matter 
of hours. This is the deterrent which we—at all costs—must keep 
stronger than the Red strategic forces. 

The real barrier to free world security lies in the fact that many of 
our Government planners are unwilling to face these new facts. They 
are unwilling to concentrate our strength and genius to meet the new 
air-space-nuclear threat which now wings over our heads like a 
vulture. 

SAC neutralizes this Red threat and insures the safety of the free 
world. It is not our committee, rather it is General Draper and 
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those for whom he speaks who—through faulty strategy—are aban- 
doning our allies. And not once in his address did General Draper 
mention SAC—the true keeper of the peace today. 


MEMBERSHIP OF DRAPER COMMITTEE 


Senator Lona. General Fellers, I heard something about the 
Draper Committee, but I do not know General Draper very well. 
Has General Draper been connected with the foreign aid program 
on earlier occasions in one capacity or another ? 

General Friiers. Yes; he has been in Germany in some capacity, 
and I believe he has been Secretary of the Army or Under Secretary, 
He has been identified with the administration for years. 

Senator Lone. Was it a different Mr. Draper who held a rather 
important position in the foreign aid program under President 
Truman in earlier years ? 

General Fetters. I cannot answer that. 

Senator Lone. Would you know that? 

General Fe.urrs. I do not know. 

Senator Lone. General Draper has been identified with the foreign 
aid program over the years? 

General Friiers. Yes, and he has been the head of the President’s 
Committee. 

INVESTIGATING THE FOREIGN AID PROGRAM 


Senator Lone. Frankly, I have always felt it would be very reveal- 
ing to see what would come to light if there was ever permitted an 
investigation of this foreign aid program by someone who had actually 
been critical of it. It always seemed to me as though every investiga- 
tion of the program was awfully carefully controlled by those who 
were its strongest advocates. 

I have never seen any opportunity given to those critical of the 
project to investigate it. 

General Fetters. Our committee was born in December after the 
President appointed the Committee in September. Every one of 
them has been identified with foreign aid in one way or another, or is 
identified with it. They could not possibly give him an adverse 
report. 

Senator Lona. Is this your committee or General Draper’s Com- 
mittee ? 

General Fetters. I mean every one of his Committee, the President's 
Committee, has been identified with foreign aid, and naturally they 
could not possibly give the President an adverse report. 

Senator Lone. That is why it seems to me that while someone may 
not like what we come up with one of these days, some of us who have 
been critical of the program should have an opportunity actually to 
have it investigated by those who have been inclined to pick soft spots 
in the program rather than those who set up strawmen like General 
Draper here, and then proceed to knock down strawmen who were not 
for all the arguments the opposing side was urging. 

General Fetiers. He misrepresented our cause entirely. 

Senator Lona. It is very easy to misrepresent somebody’s argument. 

I see what you are personally pointing out here. I have always 
said that while there is a need for a mutual security program, there is 
waste in the program and ineffectual use of funds, and that for a far 
smaller amount one could get better results. 
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Of course, I thought that existed to a large extent in our Military 
Establishment, but it is far more so in our foreign aid program. I have 
felt, however, that those who were critical of the program were never 

rmitted an opportunity to have an important responsibility in in- 
vestigating it. 

Once in a while they might have permitted a single member on a 
board, but I have never known of any instance in which we who have 
been critical of the program have been permitted a chance to investi- 
gate it. 

General Fevuers. Nor have I. 

You see, the concept of NATO and all this foreign aid is about a 
World War I concept. It is manpower. And it is not going to be 
decided that way. If this war comes, it is going to be decided in the 
sky. You cannot give arms to Thailand; and if you parcel out your 
Air Force it loses its effectiveness. 

Senator Lona. The thing which scares me on this program, if we 
are really counting on this foreign aid money to play any major 
factor in winning a world struggle, is spreading this money around 60 
different countries, most of whom may not be in a war at all. Maybe 
it might work out that only two or three countries would get into it. 

General Fetters. That is right. 

Senator Lona. As a matter of fact, Senator Humphrey pointed out 
the other day that in his tour around the world, most of these small 
nations take the attitude, “There are only two people big enough to 
fight this war out—that is, you and the Soviet Union. Why don’t you 
goatit? There is no use counting on us.” 

That is how they are all going to feel. 

General Feiiers. They are all going to let us have this next one. 

Senator Lone. You cannot too much blame a country which has no 
atomic weapons for standing aside while two great nations, both well 
armed with atomic and nuclear weapons, go at each other. 

General Feiiers. That is right. 

Senator Lona. Well, thank you very much, General Fellers. 

Senator Fulbright, I was presiding for you. 

The Cuarrman. Yes. Thank you very much. 

Senator Lone. The next witness, I believe, is Prof. Abba P. Lerner. 

Mr. Lerner, will you come forward. 


STATEMENT OF ABBA P. LERNER, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF CALIFORNIA 


The Cuatrman. Professor Lerner was one of the economists at the 
University of California who signed a letter published the 27th of 
April in the local Washington Post concerning the deterioration of 
the position of the United States. 

The contents of the letter were put so eloquently that I suggested 
that one of their number appear as a private witness during these 
hearings and, as a result of that, Professor Lerner has come to testify. 

We are very happy to have you, Professor Lerner. Do you have 
astatement? I believe you have a prepared statement, have you not? 

Mr. Lerner. Yes. 

_ I would like to first of all thank you for the opportunity of appear- 
ing here. The letter, which was written by my colleagues and myself 
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at the University of California, was mostly as a result of our being 
concerned about the deterioration of the United States world position 
as it appeared to us, and in particular of the way in which we felt that 
a great deal of damage was being done to the validity of the discus- 
sion of the matter by a misunderstanding about what the economy 
could afford, and particularly a confusion between the desirability 
and the necessity of keeping the economy in good order, and the 
problems connected with balancing the budget. 

I would like to put into the record another letter which a number 
of the same professors wrote a little while earlier, and which we sent 
to some of our Representatives in Congress, which stresses more than 
this letter to which you referred, Senator; stresses more the relation- 
ship between what the budget can do and the importance of balancing 
the economy; and I just want to read one sentence from it: 


ECONOMY OF THE UNITED STATES 


The true limit to our potentialities lies not in the Federal budget but in the 
resources of the country. 


And another sentence: 


The principle of balancing the budget must be replaced by the principle of 
having the budget balance the economy. 


I would also like to bring in part of a talk I gave a little while ago 
to the New School for Social Research, which brings out more fully 
than I have time to do now the nature of the present problem, and why 
we are interested in it. 

Before I come to the main point, I wanted to say and I wanted to 
read a paragraph from that statement, which is as follows: 


We are living in the crucial years of the Communist challenge for title to this 
planet. It is hardly a race because the free world is hardly running. We are 
being told that in this contest we must do nothing that might involve an un- 
balancing of the budget, as if a deficit in the Federal budget meant a foolish 
attempt by the economists to do more than it is able to do. Weare told that we 
eannot afford the few billions of dollars, or possibly tens of billions of dollars, 
it would cost to help the uncommitted millions of Asia, and Africa, and yes, 
Latin America, to raise their standards of living rapidly enough to make free- 
dom meaningful for them. We are told that we cannot afford the additional 
expenditures on defense that would remove from the Russians the temptation of 
thinking that they might be able to destroy enough of our retaliatory power by 
the first blow—to which the rules of the game seem to entitle them—so that it 
might seem worth their while to undertake such an adventure or threat of such 
an adventure. And we are told this when we presumably can afford the loss 
of perhaps $30 billion per annum in a failure to utilize willing manpower and 
available productive capacity, and when we presumably can afford to spend 
perhaps $100 billion on goods that we need so little that we have to spend 
another $10 billion in persuading ourselves to buy them. 


The main point we are really interested in is the question of economy 
and what can we afford, rather than on the points I have mentioned 
so far, but which make us interested in this problem. 

Whether it is more important for us to spend money on SAC, as 
was mentioned by the last witness, or whether it is more important 
for us to spend money on conventional armaments because of the 
possibility that we may be as afraid of the Russians as they are of us 
so that neither of us will want to start using the thermonuclear 
weapons, in which case the decision will be in terms of conventional 
weapons, which are very expensive, or whether we should spend much 
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more on aid to underdeveloped countries so as to get them on our 
side or for other reasons—all these raise a question of what we can 
afford and what we cannot afford. 

What I want to express on behalf of my colleagues is that it is, to 
our mind, complete nonsense to say that there is any real problem 
of our being able to afford what may be necessary in this case for the 
welfare and the security of our Nation. 


INCREASES IN SPENDING 


Let me give you a few examples of what we could conceivably spend 
if we think of the potentialities of our economy. 

In the years 1941 to 1945, we increased our expenditure on major 
security from $6 billion out of $126 billion of gross national product, 
to $90 billion out of $214 billion, which is an increase from 5 percent 
to 42 percent of our gross national product. 

Another example “of what we were able to do is shown by what we 
did in 1950 to 1953. We increased our expenditure on military se- 
curity from $14 billion out of a gross national product of $285 bil- 
lion, to $49 billion out of $365 billion, which was an increase from 5 
percent to 14 percent. 

At present we are spending about $46 billion out of some $460 bil- 
lion, about 10 percent, and we have heard many statements that it is 
dangerous for us to spend more because it might damage our economy. 

I want to express that it is most important that we do not damage 
our economy. If we do, many other things will become fruitless. 
So we must protect our economy. But it does not seem to us that this 
kind of expenditures are beyond or anywhere near what we are able 
to do, given that we consider the situation to be so serious. 

For example, here are some of the things which we could do, if 
necessary : 

We could, for example, do again what we did in 1950 to 1953—in- 
crease our expenditure on defense, whatever form it might take, from 
10 percent up to 14 percent. This, if we took, say, 2 years of ‘doing 
this, would mean that by 1961, when our gross national product 
would be of the order of $500 billion, if we spent 14 percent of that, 
we would be able to devote $70 billion for defense. 

This would be easier on us than what we did in 1953, because we 
are stronger, bigger, and more productive than we were at that time. 

If you take another example which is even more striking, let us 
look at what we did from 1941 to 1945, when we raised our expendi- 
ture on defense from 5 percent to 42 percent. If we were to do that 
by 1961, and spend 42 percent of our gross national product as we 
did in 1945, we would be able to spend $210 billion on defense. 

Now, this is a figure which is comparable to what we did. In some 
ways it would be harder, because we start off from a higher level of 
employment. In other ways it would be easier, because we are now 
richer than we were then. 

But in any case, I do not want to suggest that we need to make an 
effort of that nature. I merely want to mention those vast figures to 
show how foolish it seems to us to say we cannot afford, in such an 
emergency, anything which might cost 5, 10, 15, 20, or 40 billion 
dollars. 
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FUTURE ECONOMIC CAPABILITIES 


There is also the question of how rapidly we could do this. Let 
me give just one more example of what we could do without actually 
Ggntening our belt; that is, how much could we devote to increased 
defense efforts if we were to decide that we want to maintain our per 
capita Soapem pion —that is to say, if we allowed our consumption 
to increase with our increasing population, but did not allow that to 
rise, and at the same time insisted on maintaining our rate of growth, 
having enough investment to keep all our resources growing and to 
have our economy growing at 4 percent per annum of which it is 
ae if we invest enough. 

f we did that, we would not be able to get quickly to an expendi- 
ture of $210 billion. That would involve actually tightening of our 
belt. But if we do not want to do that, we would be able, say, in 5 
years to raise our expenditure on defense from the present 10 percent 
to 20 percent, which would be $120 billion out of $600 billion, which is 
about what we would reach by 1965. 

Notice that this means no tightening of our belts, no reduction in 
our standard of living, but the application toward increasing defense, 
of our increasing productivity, and still putting aside sufficient to 
permit the economy to grow at 4 percent. 

If we did this for the 5 years and achieved that, we could then 
maintain our expenditure on defense at this high a level, $120 billion, 
and growing together with our growing productivity, and from then 
on we could be able to increase our consumption, too, by the same 4 
percent, which would, of course, not be a 4 percent increase in per 
capita because our population is growing. It would be about a 1% 
percent increase per annum, which is the way our population increases, 
and an increase of more than 2 percent per annum in our per capita 
consumption. 

I mention these figures—and I hope I will not be misunderstood to 
say that I am in favor of spending all that money. I mention them 
only to express that considerations of our not being able to afford 
either foreign aid or more SAC or more conventional weapons, are 
completely outside the picture, and statements which we should be 
ashamed of if you really consider what they mean. 





INCREASE IN INTEREST RATES 


Senator Lone. I have seen it estimated that the increases in in- 
terest rates are costing the homeowners as well as the consumers of 
ordinary industrial products about $15 billion a year now, an increase 
from the low level that we had around 1950 up to the high level of 
interest rate that exists today. 

Is that somewhat in accord with your estimate? 

Mr. Lerner. This is completely in accordance with what I am say- 
ing. In fact, it really does not affect it, because I am speaking of the 
economy as a whole, what we can afford to do. This increase in in- 
terest rate means more people are paying money to other people. 

We may not like this, but this 1s a question of the distribution of 
our income, not of the size of it and how much we can afford. It may 
very well be that by distributing the money this way to the perhaps 
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richer people who receive the interest, we could afford more, but this 
is a secondary point. 

Senator Lone. I have never seen any demonstration that the people 
who were’ collecting the interest really had any great need of that 
additional $15 billion of income. 

My impression was that it was done for other reasons. 

But my point is that so far as the consumer is concerned, he is $15 
billion worse off than he would have been if he were not paying interest, 
and that money would give us all anybody had proposed spending in 
the way of defense, if that were added to what we presently have. 

Mr. Lerner. Well, there are three points which you made there, 
with two of which I am in absolute agreement. I do not think it is 
really necessary that these larger payments be made, and I do agree 
that these $15 billion could be used for better purposes. 

However, { want to stress again that this is really a separate ques- 
tion as to whether it is desirable or not; whichever way you answer 
the first two questions, it still does not limit or make any difference 
to what we can afford to spend for these very important matters. 

Senator Lona. I understand your point. Your point is this: that 
we are just scratching the surface of what this Nation is capable of 
doing. Weare more or less drifting along in the doldrums compared 
to what we could be doing as far as providing more defense, and also 
more for the needs of our people insofar as housing or other general 
consumption is concerned. 

Mr. Lerner. Yes, I do. That is what I want to say, and we are 
particularly concerned because of the defense matter. If it were 
merely a question of raising the standard of living of the people, I 
would say we already are so rich in this country that it doesn’t really 
matter so very much. a 

But it is a matter of life and death, and we may be refraining from 
doing important things in defense, in foreign aid, which may be fatal 
to the whole civilization if we have false ideas that we cannot afford 
to do these things. — 

Senator Lone. People say that we are already so rich it does not 
make too much difference, but are you really relating that statement 
to the condition of the 50 percent of our people who are not the best 
fixed economically? It seems to me as though someone averages the 
position of someone well-to-do with two people not well-to-do and 
winds up with the conclusion that all three of them are very well fixed. 
But my impression is that the great majority of our people do not 
have it all that soft. 

Mr. Lerner. I am again in absolutely complete agreement with that 
point of view, and I think it is very misleading to speak only of aver- 
ages. There are many in this country who are very badly off and who 
should be helped and should have plenty of opportunities, and I am 
all in favor of those being provided. 

But in connection with the present problem, I would say that it 
would be possible to do that even if we did not produce any more than 
we are producing, because there are also many people who have much 
more than they need. But we are in the fortunate position of being 
able to help the people who need help without taking anything away 
from those who already have it. 

Senator Lone. Thank you. 
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The CHatmrMan. Have you completed what you wanted to say, Mr, 
Lerner ? 
Mr. Lerner. Yes, sir. 


SUPPORT OF FOREIGN AID PROGRAM 


The Cuatrman. Do you have any judgment or do you wish to offer 
any judgment about the wisdom of the foreign aid program other than 
that we can afford it if it is wise? 

Mr. Lerner. Yes; I would like to say this: that I believe that for- 
eign aid is more important now than any other expenditures in the 
foreign field, and perhaps in general, because what is more important 
than ‘military strength, it seems to me to be, is the winning on our side 
of the great numbers of the uncommitted nations of the world. 

If we do not have their feeling that they are with us, and that a 
good future for them can be found on our side, then they are more 
likely to go over to the other side. 

So that I would believe that expenditure on foreign aid, even if con- 
sidered not as a humanitarian measure but as a defense measure, is 
the most important of the three items which we have been speaking 
of—foreign aid, conventional weapons, and nuclear weapons. 

I would also give the opinion, oases again this is not especially 
a well-informed one, but it is my arene that expenditure on conven- 
tional weapons is likely to be more important than additional expendi- 
ture on nuclear weapons, because we seem to be reaching a situation 
in which the nuclear weapons will be canceled out because neither side 
will dare to use them because the other side might use them, too, and 
then what remains is the conventional weapon. 

And more important than that is the consent and sympathy of the 
vast numbers of people all over the world who are not quite sure on 
which side they are. 


PRODUCTION CAPACITY OF U.S.S.R. AND RED CHINA 


The Cuarmman. Have you and your colleagues formed any views 
about the productivity of the society as now organized i in China and 
Russia ? 

Mr. Lerner. Again, I speak, not knowing very much about it. But 
the impression we have is that there is a rate of increase in their pro- 
ductive capacity much greater than our own. So, though they are 
way behind us—of course, China a long way, and Russia still a great 
way behind us—they are now moving up at a greater speed than we 
are moving. 

The CHatrman. You see no inherent weakness in the way that so- 
ciety is organized which would prevent its continuing to- 

Mr. Lerner. I can see possibilities of its breaking up. 

The Cuamman. What are they? 

Mr. Lerner. But there may be revolts. There is the kind of thing 
which happened in Poland and Hungary which may happen in other 
places, too, and this could conceivably lead to an interruption of their 
progress. 

But there can be no reliability on that, because, as their productiv- 
ity is increasing, they are able to give more for the actual living of 
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the people, and they have been doing that in Russia and in Eastern 
Europe for a few years now. 

So that, although we know there are many people there who are 
dissatisfied and might cause trouble, it would be unwise of us to depend 
upon that. 

U.S. ECONOMY 


The Cuatrman. Is it fair to say that one conclusion which can be 
drawn from your statement is that we have in this country plenty of 
resources to afford whatever needs to be done; that it is primarily a 
question of priority, to what we devote our resources? Is that true? 

Mr. Lerner. That, I think, is absolutely true. 

I mentioned in my paper a reference to our spending a hundred 
billion on things which we have to spend $10 billion to persuade our- 
selves to use. 

The CuHarmman. What did you have in mind in that statement? 

Mr. Lerner. I meant the $10 billion or more now that we are spend- 
ing on advertisement to persuade people to buy new cars when they 
could still use their old ones, and all the expenditures of that kind. 

This is perhaps a somewhat exaggerated figure, because some of the 
advertisement is useful, but it is true that we are producing many 
things which are not so urgent. But more what I wanted to stress, 
there is a great deal of productivity which we are not utilizing. 


COST OF U.S. MANUFACTURED PRODUCTS 


The CuarrMan. One last question on which I would like your ob- 
servations. 

We read a great deal in the press that we are pricing ourselves out 
of the market. How does this reconcile with the theory that mass 
production would itself reduce the costs? Certainly we have been 
mass producing all kinds of things more than ever. 

What is wrong with this theory ? 

Mr. Lerner. What is wrong is that it is not true. 

The Cuairman. What is not true? 

Mr. Lerner. That we are pricing ourselves out of the world mar- 
ket. 

The CHarman. It is not true? 

Mr. Lerner. We are not pricing ourselves out of the world market. 
There are many people who have been concerned about the fact we 
have lost. some several billion dollars of gold in the last few years. 
But this is nothing more than a very proper reapportioning of the 
gold. We have about $30-odd billion of foreign trade, and the rest 
of the non-Communist world outside the United States does about $80 
billion of international trade. 

Now, the holding of gold stocks, roughly speaking, should be some- 
what in proportion to the amount of foreign trade being done, because 
its only purpose is to provide money to deal with differences between 
imports and exports. 

But whereas we do something like 20 percent of the world’s trade, 
we have more than two-thirds of the world’s gold, and the loss of 
several billion dollars of gold means we have moved somewhat more 
in the direction which would make it more properly reasonable or 
balanced. 
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I have the figures here. Take the ratio of our gold to our foreign 
trade and compare that with the ratio of gold to foreign trade of the 
rest of the non-Communist world. The rest of the world’s gold stock 
is about 20 percent of their foreign trade. Our gold stock was 75 
percent of our trade, and has gone down to about 69 percent; and this 
1s what has given rise to the howls about our losing gold. 

I think there is no basis for the idea that we are losing out on the 
world market. 

COMMITTEE'S STUDY ON MIDDLE EAST 


The Cuarmman. I am reminded that you are one of the gentlemen 
working on the research job of the Institute of Mediterranean A ffairs. 
Is that right ? 

Mr. Lerner. That is right. 

The CuHarrmMan. We are relying on that institute for a very objec- 
tive study of the Middle East. Do you think we are going to get a 
good study ? 

Mr. Lerner. I shall do my best. I have done one study for them, 
and I think it is a good study. 

The Cuarrman. Well, I hope those studies—and that is one of the 
most important ones—will be useful not only to the committee but, 
through the committee, useful to the Senate and the country as a matter 
of education. And there is a lot of educational work to be done in 
this whole field. 

It is surprising how one or two facts will arise, and then out of that 
there will grow a whole pyramid of propaganda; whether it is right 
or wrong, it grows anyway, and the word is spread throughout the 
country that we are in desperate shape in our international trade; that 
we are being priced out of the market; that our motorcars are too high 
and everything else is too high. You have read that, have you not? 

Mr. Lerner. Yes, I read it all the time. Ever since I have been 
an economist I have been suffering from that every day. 

The Cuatrman. You do not believe it. We are very glad to have 
that point of view. 

Do you have a written statement to be filed ? 

Mr. Lerner. I shall be receiving one in a few minutes. 

The Cuarrman. It will be included in the record. 

Mr. Lerner. Yes, I will do that. 

The Cuarrman. Thank you very much, Professor Lerner. I appre- 
ciate your taking the trouble to come here and give the committee the 
benefit of your thinking and that of your colleagues. 

Mr. Lerner. Thank you, sir. 

(The statement and material submitted by Mr. Lerner follow :) 


TESTIMONY OF ABBA P. LERNER BEFORE THE COMMITTEE ON FOREIGN RELA- 
TIONS OF THE U.S. SENATE ON THE SuBJEcT OF ForergN Arp, May 22, 
1959 


My name is Abba P. Lerner. I am professor of economics at Roosevelt Uni- 
versity in Chicago, and currently visiting professor at the Department of Eco- 
nomics of the University of California at Berkeley. I have come here on the 
invitation of Senator Fulbright, who saw a letter which a group of my colleagues 
and I published in the Washington Post on April 27. In this letter we express 
our concern over the deterioration of the world position of the United States, and 
express our belief that it is a mistaken idea that the expenditures which might 
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possibly be necessary to retrieve that position would constitute a danger to the 
stability and safety of our American economy. 
I enclose a copy of the letter for the record. 


SUPPORT OF MUTUAL SECURITY PROGRAM 


My colleagues and I would like to say many things about the importance of for- 
eign aid. We feel that it has been given insufficient emphasis in comparison 
with defense expenditures, because one of the most important issues confronting 
us is that we must win the uncommitted part of the world to our side in the 
struggle for freedom on this planet. We also feel that it is probably necessary 
to spend larger sums on conventional armaments, as we are moving into a situa- 
tion where a nuclear stalemate has been reached and in which conventional 
armaments may decide the issue, aS neither side will wish to engage in mutual 
extermination. 

POTENTIAL OF U.S. ECONOMY 


I would, however, prefer to restrict myself in the main to the question of 
economics on which my colleagues and I can speak with some authority. We 
are in strong agreement with a statement made by President Eisenhower today, 
that if we do not safeguard our economy, all our efforts may be in vain. How- 
ever, we do not believe that there is any real danger to our economy from the 
kinds of expenditures which may be involved, and that the real damage to the 
economy comes from a confusion between the fundamental objectives of pro- 
tecting our economy and in trying to undertake more than we are able to achieve, 
and, on the other hand, the idea of keeping the budget balanced. On this matter, 
many of these same colleagues of mine were moved to write another letter which 
we sent to Representatives in Congress stressing our views that “the principle 
of balancing the budget must be replaced by the principle of having the budget 
balance the economy.” I am submitting a copy of this letter also for the record. 

The relationship between the balancing of the economy and the balancing 
of the budget is a matter with which I have been very much concerned over a 
number of years, and I would like to take the opportunity of inserting into the 
record my position as reflected in a speech which I gave recently at the new 
School for Social Research in New York, from which I would like to read this 
paragraph: 

“We are living in the crucial years of the Communist challenge for title to this 
planet. It is hardly a race because the free world is hardly running. We are 
being told that in this contest we must do nothing that might involve an un- 
balancing of the budget, as if a deficit in the Federal budget meant a foolish 
attempt by the economists to do more than it is able todo. We are told that we 
eannot afford the few billions of dollars, or possibly tens of billions of dollars, 
it would cost to help the uncommitted millions of Asia, and Africa, and yes, 
Latin America to raise their standards of living rapidly enough to make freedom 
meaningful for them. We are told that we cannot afford the additional ex- 
penditures on defense that would remove from the Russians the temptation of 
thinking that they might be able to destroy enough of our retaliatory power 
by the first blow (which the rules of the game seem to entitle them) so that it 
might seem worth their while to undertake such an adventure or threat of such 
an adventure. And we are told this when we presumably can afford the loss 
of perhaps $30 billion per annum in a failure to utilize willing manpower and 
available productive capacity, and when we presumably can afford to spend 
perhaps $100 billion on goods that we need so little that we have to spend 
another $10 billion in persuading ourselves to buy them.” 

If we avoid the confusion between the balancing of the budget and the capacity 
of our economy, we can see that the sums of money that are needed for foreign 
aid and other important purposes are nowhere near exhausting the potentiality 
of our economy. ‘To illustrate this, I would like to give a few examples. From 
1941 to 1945 we increased expenditures on major security items from $6 billion 
out of a gross national product of $126 billion to $90 billion out of $214 billion. 
This was an increase from 5 percent to 42 percent over a period of 4 years. In 
the years from 1950 to 1953 we increased out expenditures on security from 
$14 billion out of a gross national product of $285 billion to $49 billion out of 
$365 billion. This was an increase over 3 years from 5 percent to 14 percent. 
At the present time we are spending on defense about $46 billion out of a gross 
national product of $460 billion, or about 10 percent. If we want over 2 years 
to raise our defense expenditures from 10 percent to the 14 percent that we 
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reached in 1953, this would amount to $70 billion out of a gross national product 
which would then be $500 billion. This increase from 10 percent to 14 percent 
in 2 years would be easier than the increase from 5 percent to 14 percent that 
we achieved in the 3 years from 1950 to 1953. 


INCREASES IN U.S. SPENDING 


Let me give another possibility. If we want to make the effort that we made 
in 1945 of applying 42 percent of our gross national product to defense, this 
would amount to the sum of $210 billion out of a gross national product of $500 
billion. This staggering sum is comparable to our 1945 effort. In some re. 
spects it would be easier than that effort because we have a much higher level 
of productivity than we had then. On the other hand, it would be harder to do 
this in 2 years since it would take about 3 years to go from 10 percent to 42 
percent at the same rate of increase we achieved in going from 5 percent to 
42 percent in the 4 years from 1941 to 1945. It would also be harder because 
we would begin with a somewhat higher level of employment than we had in 
1941. 

Let me give one final example on how much we could increase that effort if 
we wanted to do it painlessly—that is, without decreasing our per capita 
consumption—that is, allowing total consumption to increase, but no faster 
than our population is increasing, and while maintaining a rapid growth of our 
economy by maintaining adequate investments for that purpose. Under these 
conditions we could increase our expenditures on security from the present 
10 percent to 20 percent in 5 years, and this would amount to a security expendi- 
ture of $120 billion out of a gross national product of $600 billion. At the end 
of such an effort, we would be able to maintain expenditures on defense at 20 
percent of the gross national product and at the same time resume a growth 
of our per capita consumption, since while we would still be increasing our 
security expenditures as our gross national product increased, we would no 
longer be increasing this expenditure as a percentage of the gross national 
product. I mention these examples, I would like to make it clear, not because 
I want to say that such vast expenditures are necessary. Our purpose is only 
to indicate that should such expenditures be necessary, we could provide them 
without damaging our economy and in the last example even without reducing 
our per capita consumption or checking a rapid growth in our economic po- 
tentiality. Our purpose is to try to remove the irrelevant and disturbing cries 
that we cannot afford what we need so that we may be able more rationally 
to decide on what we should spend on foreign aid, on defense, and on other 
important items by a reasonable examination of their importance to the welfare 
of our people and the security of our way of life. 

I wish to thank you on my behalf and on behalf of my colleagues in Cali- 
fornia for the opportunity to appear before you. 





[Letter to the Editor, the Washington Post and Times Herald, Apr. 27, 1959]! 
How MucnH CAN WE SPEND? 


We wish to express our deep concern over the unmistakable and continuing 
deterioration of the world position of the United States. 

When we look for the causes of this decline, one stands out in special relief. 
It is the widely held opinion that the resources of our economy are insufficient 
to support the economic and defense effort required to sustain a position of 
world leadership. The idea, vague but powerful, has taken hold that raising 
defense or other public expenditures significantly above the present level would 
somehow cause a complete breakdown of the economy. 

It is our considered Opinion as professional economists that this economic de- 
featism is wholly unwarranted. While our specific counterarguments are re- 
stricted to the economics of the defense effort, they really apply equally to the 
economics of all those other activities, such as foreign economic aid and Federal 
aid to education, which affect our country’s position in a highly competitive 
world. 

It is true that an increase in defense spending would probably necessitate 
either a budget deficit or higher taxes, and that higher taxes would probably be 
required to combat inflation. We realize that no one likes higher taxes. They 
are, however, society’s way of cutting back the purchase and production of 
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consumer goods so as to release labor and plant capacity for providing more 
public goods. This cut in consumption is the true measure of the cost of ex- 
panding defense programs. So long as the citizen elects to pay this cost, be- 
eause he feels that he needs more security, the economy remains perfectly 
sound. 

It must be obvious to everyone that a country like the United States, with 
the highest standard of living in the world, could reduce its consumption 
standards substantially if considerations of national security demanded it. What 
is perhaps less obvious is that a very great increase in defense production would 
be made possible by quite minor sacrifices of consumption. 

For example, in 1959 planned spending on defense is to be $46 billion. By 
taking up the slack of unemployed labor and unutilized plant capacity we could 
raise defense spending from $46 billion to between $50 and $55 billion—an 
increase of between 10 and 20 percent—without any reduction at all of total 
consumer purchases below the 1958 level. A tax increase would still be neces- 
sary but only to prevent consumers from expanding their spending as their 
total earnings rise with rising employment. 

The $46 billion of defense spending planned for 1959 is 10 percent of the 
inticipated gross national product. In 1953, not a year of economic hardship, 
the figure was 14 percent. A willingness to allocate to defense 14 percent of 
gross national product in the coming year would result in defense spending 
of over $60 billion. This would still leave our per capital consumption above 
the 1953 level because productivity has been increasing, and yet we would have 
expended our defense effort by nearly one-third. 

We feel that the issue has not been made clear to the American public, and 
that it has been assumed too readily that the public is unwilling to make even 
minor sacrifices. 

In the past, democracies have demonstrated a capacity to turn their economies 
upside down to win wars and a chronic incapacity to make the much smaller 
adjustments required to prevent them. Surely this habit courts disaster in the 
era of the intercontinental missile. 


Roy G. D. Allen, Philip W. Bell, Alice E. Bourneuf, George F. Break, 
jarl F. Cheit, Edward Coen, Malcolm M. Davisson, R. A. Gor- 
don, Gregory Grossman, Austin C. Hoggatt, Richard Holton, 
Emily H. Huntington, Dale W. Jorgenson, Frank L. Kidner, M. 
M. Knight, Carl Landauer, Harvey Leibenstein, Abba P. Ler- 
ner, John M. Letiche, Hyman P. Minsky, Andreas G. Papandreou, 
Roy Radner, Earl R. Roph, Henry Rosovsky, Tibor Scitovsky, 
Lloyd Ulman. 


BERKELEY, CALIF. 


(The signators are all economists on the faculty of the University of 
California. ) 


LETTER From Appa P. LERNER AND OTHER UNIVERSITY OF CALIFORNIA PROFESSORS 
TO MEMBERS OF CONGRESS 


There can hardly be any disagreement on the importance of the impending 
decisions on the U.S. budget for the economie strength, for the growth, and for 
the defense of the Nation and the free world, as well as for social progress and 
other objectives apart from the cold war. Nor can we afford in the historic 
struggle into which we have been drawn the luxury of postponing to another 
year the things that must be done today. Yet there is considerable danger that 
we will fall far short of our potentialities and even make some tragic errors be- 
cause of widespread misunderstandings about the nature of the effects of the 
budget on the economy. 

President Eisenhower reminded us in his budget message that we cannot have 
everything we would like to have. But there is great danger in the impression 
he left that the test as to whether or not we are wisely limiting ourselves to 
what we can afford is to be found in whether or not the Federal budget is balanced 
without changing the present level of tax rates. This approach gives insufficient 
weight to our security and welfare needs which should come first in our thinking. 
After all, tax rates can be raised or lowered in accordance with these needs and 
with the requirements of the economy as a whole. The true limit to our poten- 
tialities lies not in the Federal budget but in the resources of the country. 
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In some circumstances a balanced budget can result in inflation. This is be- 
cause a balanced budget is perfectly compatible with the economy attempting to 
do more than is possible, the totality of buyers in the economy, including all 
governments—Federal, State, and local—trying to buy more goods and services 
than the economy can produce. The excess of buyers’ demand then causes infla- 
tion. We would not forgive a government that permitted such an inflation to 
endanger free civilization and then shrugged off responsibility by claiming that it 
has done all it could by balancing the budget. If a certain level of Federal outlays 
is important enough for the survival and welfare of our society then we ought 
to have the courage to impose the taxes needed to forestall inflation even if this 
should show a budget surplus. 

In exactly the same way a balanced budget is compatible with insufficient 
buyers’ demand in the economy as a whole, which results in unemployment and 
a failure to utilize our resources to the full, an inexcusable slackness that could 
make the crucial difference in the struggle for a free world. In such a situation 
the Government could not disclaim responsibility on the ground that it had 
balanced the budget (or had tried to but was frustrated by the recession or 
depression). It is the duty of the Government to prevent depression, and one 
way is for the Government to increase its own spending, or to reduce taxes so 
that others will spend more, or to do both of these things. This would mean 
having a budget deficit, but it would not mean that the economy is living beyond 
its means. It would only mean that the Government is taking an active part in 
preventing the economy from wasting its means. 

The danger in taking the balancing of the budget as a primary principle is 
thus a twofold one: It may distract us from attending to our country’s vital and 
pressing needs, and it may prevent the Government from acting to avoid the very 
evils of inflation and depression against which the President has properly 
warned us. 

In such a dereliction of duty the Government would not even have the excuse 
that in balancing the budget it was neutral with respect to the excessive or 
deficient buyers’ demand. The size of the budget itself contributes to the total 
volume of buyers’ demand. An extra billion dollars even in a balanced budget 
adds about a billion dollars to total buyers’ demand. Even if it should wish to, 
a government that has a large budget simply cannot avoid a major influence 
on the volume of total buyers’ demand, and it cannot avoid the responsibility 
by hiding behind a balanced budget. 

Although a balanced budget is no talisman for preventing inflation or depres- 
sion, the budget itself can be used as the balancing element for keeping total 
buyers’ demand at the proper level—namely the level at which there is neither 
an excess of demand causing inflation—at least the kind brought about by ex- 
cess of buyers’ demand, nor a deficiency of demand causing depression. The 
principle of balancing the budget must be replaced by the principle of having 
the budget balance the economy. It is the latter principle that constitutes the 
framework within which we must make the compromises between our many 
objectives—the compromises that are dictated at once by our inescapable re- 
sponsibilities and our pressing needs, and by the limitation of resources even in 
such a rich country as the United States. The following principles should 
therefore be kept in mind by those who make the fateful decisions: 

1. The total claims against our resources, including of course the necessary 
outlays for the defense and welfar of the Nation, should neither exceed nor 
fall substantially below our total resources lest inflation or depression be 
induced. 

2. Budgetary outlays must be governed by the urgency of national expendi- 
ture on defense and welfare. 

3. Inflation (or at least one kind of it—“buyers’ inflation”) is caused not by 
a budget deficit as such but by excessive demand in the economy as a whole; 
and depression is caused by an insufficiency of demand in the economy as a 
whole. 

4. The Federal budget is a most important instrument in bringing about 
such balance by correcting excessive or deficient total demand. 

5. A budget surplus is a corrective for excessive demand, while a deficit is a 
corrective for insufficient demand. Thus whether it is good or bad to have a 
surplus or a deficit depends on whether the economy needs an increase or a de 
crease in total demand. 

6. A balanced budget is not an end in itself, and it would be the height of 
national folly to sacrifice our security and welfare to it. 
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MODERN KNOWLEDGE AND THE CONTROL OF MAN—THE CASE OF THE ECONOMIST 


(Paper delivered at the New School for Social Research February 27, 1959, by 
Abba P. Lerner, professor of economics, Roosevelt University, visiting pro- 
fessor, University of California at Berkeley) 

s ” * = * » . 


The high prestige that economics enjoys among the social sciences is due to its 
successs in discovering and explaining how the market mechanism can work to 
induce the resources of the whole world to be harnessed to the production and 
distribution of the goods and services that the customers want over the whole 
world; how this is achieved through the unintended collaboration for this pur- 
pose of millions of people who are directly concerned for the most part with earn- 
ing a living for themselves and for their families; and of how these millions of 
people find they can achieve their private ends by doing just the things that are 
useful for the “social purpose” of helping to provide complete strangers in distant 
parts of the world with the goods and services that they desire. 

Many of the most celebrated economic principles turn out to be tautologies 
whose real content does not match their external splendor. This is true of the 
reasons for the success of economics as compared with her sister social sciences. 
The reason for this successs is to be found in the nature of social problems that 
are counted as economic. Often some social action is proposed which is in the 
general interest, or at least in the interest of what looks like the majority, but 
there are some who do not like the results and they do not agree. To coerce 
them is found to be immoral, or too expensive, or dangerous, and so the social 
action is stymied until some way is discovered or invented which makes it possible 
for the general consent to be achieved. This means developing some device for 
compensating the objectors while leaving some net benefit all round. In many 
cases such a device has not been found possible. There then remains a conflict of 
interest, and the problem is a political one. Where it has been found possible 
to develop such a device, and a set of institutions has been built up for the regular 
achievement of such compensation, the problem is declared to be an economic 
one. Economics is the successsful social science because those problems which 
have successfully been solved are declared to be in the realm of economics. The 
conflicting interests have been reduced to some common measure—usually money. 
Full compensation can then be paid wherever the benefits from the proposed 
action are greater than the damages, and so the solution seems to fall naturally 
into the realm of social decisions to which the economic measuring rod of money 
is applicable. 

Money and the market are the institutions by which people are induced, or 
tempted, or bribed, to do what is in the social interest. If this is control, it is 
a subtle, a gentle, even if very effective, form of control, in which the controllees 
have the illusion of not bein controlled but free—and if the donkey who follows 
the carrot (and who regularly gets one) feels more free than the donkey who 
flees the stick (and who regularly gets that) could it not be because he is more 
free? For is not freedom after all essentially an illusion? 

The true heroes of the maximization of freedom in our economy were not 
the classical economists. These merely discovered the nature of the opera- 
tions of the price mechanism in harnessing the private interest of the enter- 
prizer and of the worker to the social interest of producing and providing the 
things that people wanted and getting them to the places where they wanted 
them. The true heroes were the preclassical political economists who developed 
the institutions that made it possible for the system to work—from the ancient 
solons who developed the institution of private and then corporate property, 
who established the rule of law that gave security to property and the free- 
dom of individuals to move and to trade. The classical economists, although 
they were also political economists in concerning themselves with governmental 
economic policies for the further development and refinement of economic institu- 
tions for maximizing freedom, were primarily concentrating on explaining the 
natural working of the system thus developed. This was especially true around 
the end of the 19th century and the beginning of the 20th, when the system 
seemed to be working pretty well and to require a minimum of tampering. That 
is why it seemed appropriate for the name of the discipline to be changed from 
“political economy” to “economics.” The implication was that economists were 
basically concerned with studying some fundamental or universal aspects of the 
nature of the world and of men; a study that had more in common with physics 
than with politics. 
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In part this was a natural reaction to the annoying stupidities of sentimental 
Socialists or anti-Capitalists who had no understanding of the complex and 
subtle machinery that made modern life possible and who had eyes only for 
flaws in the operation of the economy in the present and contrasting this with 
idealized utopias of the future. In part it was a natural reaction to the even 
more annoying vaporings of opponents of unromantic industrialism and cal- 
culating rationalism who believed in imaginary golden ages in the past. But the 
resulting overconcentration by economists on the aesthetic perfections of per- 
fect competition led to the elevation of the absence of any sort of control, of 
laissez faire, from an extraordinarily effective instrument that was a part of the 
whole economic system with all the existing institutions that provided the 
framework within which it could work, to a sacred principle of social organiza- 
tion—from a piece of machinery that must be judged by its efficacy in achiey- 
ing the desired ends of society, to a moral imperative. 

In recent decades such pious worship of laissez faire has become more and 
more impossible as the responsibility of government for more and more social 
objectives have come to be taken for granted. The alleviation of poverty, the 
provision of public health services, the furnishing of education for all to higher 
and higher levels, the responsibility for the availability of ever more elaborate 
and more essential communication services and the massive equalization of 
income and of wealth by progressive taxation would be called the revolution 
of our time were not the word usually reserved for more spectacular, but less 
important changes in the life of man in society. And now so vast has become 
the necessary expenditure of the government on defense on top of all these 
other activities that it is almost impossible, but alas not quite impossible, for 
people in authority to be unaware of the way in which the financial activities 
of the government impinge on the economy. The government cannot evade the 
responsibility for so directing these activities as to keep the totality of economic 
activities in the country from generating the evils of inflation on the one 
hand and of depression, or perhaps I should have said recession, on the other, 

It is almost a quarter of a century since the great depression and Lord Keynes 
clarified the role that the government of a modern state must play in keeping 
total expenditure in the economy, private and governmental, at the level re 
guired for full employment without inflation. Monetary policy—the expansion 
or contraction of credit and the money supply in the economy—must be governed 
by this objective, and fiscal policy—the size of the budget and of the deficit 
or surplus in it (as well as some other elements in the budget)—must be so 
adjusted as to yield the required level of total spending in the economy if we 
are to enjoy the full benefits of our productive power and not suffer great 
loss either through unemployment and production below capacity production, 
or through the disorganizations and injustices of inflation. 

At the present time this painfully learned lesson—of how the government 
ean and should control the general level of expenditure in the economy so as 
to maintain continuous prosperity—seems to be in great danger of being for- 
gotten or perhaps rejected. This has made the relearning of this lesson, with 
some changes that will prevent the recurrence of the same crisis, a matter of 
the utmost importance for the persistence of free society. 

I am aware that this is a very strong statement, and that I am properly 
to be suspected of exaggerating the importance of my own discipline, but I 
am convinced that this is not a crisis for the economics profession but for the 
economy at large. Indeed, for the profession of teaching economics a failure 
to solve the economic problems of society is the high road to success. In times 
of prosperity, interest in economics drops sharply. It is when the economy 
is in the throes of depression or inflation that it seems important to students to 
study economics, and that the profession hooms—at least as long as the economy 
remains viable. The crisis is a crisis of free society as a whole, and I must 
not be made diffident about speaking out by a sense of modesty on behalf of 
my profession. 

What has happened since the pathbreaking work of Keynes is that a new 
element has entered the picture, that Keynes did not foresee; although it is 
possible now, with the benefit of hindsight, to point to some clues that could 
have been seen even in his time. The new element is the growth of the power 
of large corporations and of powerful trade unions to increase the prices of 
the product or of the labor that they sell, even in times of considerable depres- 
sion and incomplete utilization of capacity. Instead of inflation being caused 
only by the pressure of buyers trying to buy more goods and services than the 
economy can produce, so that they are always “buyers’ inflations,” i.e., induced 
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by pressure by buyers, it is now possible to have inflation even when this is 
not the case—even when the output of the economy is far below capacity and 
there is substantial unemployment, but prices are raised by the pressure of 
sellers. Wecan have “sellers’ inflations.” 

It is pretty certain that a sufficiently severe degree of depression would stop 
this power of sellers to keep raising prices in a “sellers’ inflation,’ but the degree 
of depression that would have to come about, or to be engineered, to achieve 
such price stability is one that neither the authorities nor the public at large 
ina democratic society would be willing to suffer. 

With this development, attempts to stop the inflation by restrictive fiscal or 
monetary measures for reducing demand, which would be the appropriate cure 
if the inflation were a “buyers’ inflation,” do not have the effect of merely re- 
moving an excess demand which was causing the inflation. The effect of the 
restrictive fiscal or monetary measures is to bring about poor business, reduction 
in output below capacity, and unemployment. 

Attempts to cure this recession (if not depression) by expansionary monetary 
or fiscal policies are successful in inducing an improvement in the state of busi- 
ness and an increase in economic activity, in output and in employment. But they 
also restore or increase the inflationary spiral or rising prices and wages—the 
‘sellers’ inflation.” 

Such frustrations of those responsible for the health of the economy has in- 
duced a regression to a pre-Keynesian worship of the balancing of the govern- 
ment budget as the pious act that would protect them from the bedevilment of 
inflation in the midst of recession. Instead of the budget being used as an 
instrument for balancing the other expenditures in the economy so as to main- 
tain prosperity and price stability in the economy, the economy comes to be 
sacrificed [as in ancient (i.e., pre-Keynesian) times], to the fetish of a balanced 
budget. 

Were western civilization living in more tranquil times, this could be accepted 
with some equanimity, especially in an affluent society which could live in un- 
precedented comfort even if 10 percent or more of its productive resources were 
wasted, and if the unemployed were given the bearable standard of living that 
the rich society could afford. We could then sigh indulgently at Presidential 
genuflections to the balanced budget in budget messages, and we could grin and 
bear the $50 billion or so of potential output that the economy is offering up each 
year to this idol. 

But we are not living in such tranquil times. We are living in the crucial 
years of the Communist challenge for title to the planet—it is hardly a race 
because the free world is hardly running. We are being told that in this contest 
we must do nothing that might involve an unbalancing of the budget—as if a 
deficit in the Federal budget meant a foolish attempt by the economy to do more 
than it is able to do. We are told that we cannot afford the few billions of 
dollars or perhaps tens of billions of dollars it would cost us to help the uncom- 
mitted millions of Asia and Africa and yes, Latin America to raise their standards 
of living rapidly enough to make freedom meaningful to them. We are told that 
we cannot afford the additional expenditure on defense that would remove from 
the Russians the temptation of thinking that they might be able to destroy 
enough of our retaliatory power by the first blow (to which the rules of the game 
seem to entitle them) so that it might seem worth their while to undertake such 
an adventure or the threat of such an adventure. And we are told this when we 
presumably can afford the loss of perhaps $30 billion per annum in failure to 
utilize willing manpower and available productive capacity, and when we pre- 
sumably can afford to spend perhaps $100 billion on goods that we need so little 
so that we have to spend another $10 billion in persuading ourselves to buy them. 


4 + * * * « * 


The CHarrman. We will have the next three witnesses after I go 
up to vote, 

(Short recess. ) 

The next witness is Mr. Kennard Weddell, who has been recom- 
mended very highly to the committee by Senator Sparkman. Senator 
Sparkman #e asked me to express his regrets that a conflicting en- 
gagement made it impossible for him to be here, but he will be very 
interested in reading your statement in the record. 
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STATEMENT OF KENNARD WEDDELL, ALEXANDRIA, VA. 


Mr. Wepvetu. I understand that, Senator. I would like to say, with 
all the global problems and all of the billions of dollars that have 
been kicked around before this committee today, perhaps I should 
have an inferiority complex on the proposal I am about to make, 
but I do not feel that way whatever. 

The CHarrmMan. We have been hearing about all aspects of the 
problem. I hope you will not feel that way. We will be very inter- 
ested in your approach. 

You have a prepared statement ? 

Mr. WeppeLu. I have a prepared statement which, with your per- 
mission, I would like to read. It is very brief. 

The CHarrMan. Fine. Go right ahead. 


BACKGROUND OF WITNESS 


Mr. Weppetw. Mr. Chairman and members of the committee, I am 
Kennard Weddell, of Alexandria, Va. Since 1951 I have been sery- 
ing on the Headquarters Staff of the U.S. Air Force in charge of the 
small business program of the Department, and as small business 
adviser to the Assistant Secretary of the Air Force. I am still so 
serving, but I am testifying today as a private citizen on a matter 
which I consider to be of great importance to this country as well 
as to the industrially underdeveloped nations of southeast Asia, par- 
ticularly that valiantly struggling democracy, India. 


DEVELOPMENT OF SMALL PRIVATE INDUSTRY IN INDIA 


In late 1955, the Ford Foundation asked me to go to India for 6 
months to serve as a consultant to the Government of India in the 
development of its program to build up and strengthen small private 
industries in that country. 

This involved obtaining a leave of absence from the Air Force, 
which was readily forthcoming, and I spent the first 6 months of 
1956 in India, with headquarters in New Delhi. My work took me 
into all sections of that vast subcontinent, cities and villages alike, 
and I was able at first hand to obtain a crosssection view of the con- 
ditions which the Government of India had to face in its efforts to 
make progress, and quick progress without resorting to the dictatorial 
methods of the two communistic governments on its northern borders. 

The problems were enormous, and manysided. ‘There was only 
one thing on the plus side—the Government’s resolute determination 
to do the job. In the 500,000 villages plus a few hundred cities and 
towns, the Government had been able to provide fewer than 9,000 of 
them with electric power. Small private industries, employing from 
5 to perhaps 50 people, were few and far between. Payrolls for the 
great mass of the people, and consequently purchasing power, were 
conspicuous by their absence. 

The Government is tackling the problem on all fronts. Through 
its development commissioner for small industries it has set up service 
institutes around the country, giving technical training and ap- 
prenticeship courses, training in business management, building model 
workshops and leasing them to small industrialists, teaching merchan- 
dising and how to keep a set of books. 
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The Government is using its own purchasing power, Government. 
procurement, as we call it here, to prime the pump for such concerns 
as get started. The State Bank of India has set up a far-reaching 
loan program which keeps these new small a as well as al- 
ready existing ones, out of the hands of the loan sharks which abound 
in southeast Asia as perhaps elsewhere. 


NEED OF INDIA FOR LIGHT MACHINE TOOLS 


But I want to address myself to one phase of the program in which 
very little headway is being made, which is vital to its success, and 
in which our Government is in a unique position to provide timely as- 
sistance: that of light machine tools and shop equipment. 

Under the development commissioner there is the national small 
industries corporation, a corporation of the Government of India, 
which carries out, among other things, the task of interesting the 
small industrialists and entrepreneurs with mechanizing their opera- 
tions, and then providing them with machine tools and simple factory 
equipment on small, long-term payments, known as hire-purchase. 

The corporation operates a fleet of vans, equipped with light ma- 
chines and tools for both wood- and metal-working, which make 
scheduled tours of the towns and villages. At each stop they demon- 
strate to the local artisans and would-be artisans the aainataaee 
to be gained through the use of motorized machines; the increase in 
production, and the better quality of the goods produced. 

While in India I watched the operations of these vans, saw the 
eagerness worked up by these demonstrations, and before I left in 
1956, the applications were pouring in to the corporation for the 
machines wanted—over 19,000 to date. 

Sadly enough, having worked up this interest, the corporation found 
itself largely unable to meet the demand. 

You should understand that there is only the bare beginning of 
a machine tool industry in India, and the Government is very short 
of foreign exchange, whether sterling or dollars. To the extent that 
any foreign exchange could be made available for this purpose, it 
would be 2 years or more after an order was placed before it could 
be filled, and the applicant would lose interest. 

As I ran more and more into this situation, I recalled the huge 
stocks of used machine tools, Government-owned, which the Air Force 
alone had piled up at its storage sites in the United States, many of 
which were of World War II vintage, of relatively little use in the 
highly competitive economy of this country, but which would be a 
godsend to Indian industrialists. 

I should say here that Mr. Dudley Sharp, Assistant Secretary of 
the Air Force at the time, had suggested before I left for India that 
I might take a reading and see if any of our surplus machine tools 
would be useful over there. 


U.S. AIR FORCE TOOLS SUPPLIED TO INDIA 


_Upon my return to the Air Force, I informed Mr. Sharp of the 
situation, and arrangements were worked out whereby certain selected 
machine tools which were surplus to the needs of the military depart- 
ments were turned over without charge to the International Coopera- 
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tion Administration for shipment to either the Railway Board or the 
National Small Industries Corporation of India, the shipping and 
crating charges to be paid by the Government of India. 

That Government agreed, before I left India, that in the event both 
organizations should want the same identical machine tool, priority 
would be given the Small Industries Corporation, as it is charged with 
assisting the small, privately owned and operated enterprises. 

After some unconscionable delays, the machines arrived, about 280 
of them for the use of small industry. The crating and transportation 
charges averaged about $450 per machine, which was paid by the 
Government of India out of extremely sparse funds. But at least a 
start had been made. 

Again, in late 1957, I had a similar request to serve for 6 months as 
a consultant to the Government of Burma, also with a leave of absence 
granted by the Air Force, and while there, in early 1958, was asked 
by the Government of India to make a short 2-week tour of that coun- 
try and appraise the progress that had been made. 

While I had earlier recognized the firm determination of the Indian 
Government to make the program work, I was happily surprised at 
how well it was progressing—all except the serious lack of power- 
driven machinery for the small and ambitious entrepreneurs. That 
program was still bogged down. | 

I wish the members of this committee could have been with me, just 
a year ago this month, when I stood in a small model workshop a few 
miles outside of New Delhi and watched two Indian mechanics setting 
up an American-made double-spindle boring machine, and _ there, 
painted on the front, was the Air Force number. They showed the 
machine with pride, the expression on their faces was good to see, and 
again my thoughts went back to that ever-mounting stack of surplus 
machine tools lying idle in our storage sites. 

I knew they were being disposed of, through periodic sales, grad- 
ually, and in very small and deliberately limited quantities so as not 
to have too harsh an effect on the machine-tool industry in this country. 
On the better machines we realize about 15 percent of acquisition cost; 
the older ones are sold for their scrap value. And all the time, storage 
costs are going on. 5 

I also believe that the machine-tool industry in the United States 
will not for some time, if ever, have a market for its product in India. 
That country must and will develop its own machine-tool industry, 
which will take many years. India realizes that political inde- 
pendence may well be a myth unless it can also develop economic 
independence. This will take some doing, and we should help where 
we can, and to the extent our help is wanted. 

I discussed this whole subject of machine tools for small private 
industries with the Union Minister for Industry, the Development 
Commissioner for Small Scale Industries, the Managing-Director of 
the National Small Industries Corporation, and the Director of the 
Technical Cooperation Mission of the American Embassy at a meeting 
in New Delhi before I left. 
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LETTER TO UNION MINISTER FOR INDUSTRY IN INDIA 


Mr. Chairman, I would like to submit for the record a letter which 
I sent to the Union Minister for Industry shortly after that meeting, 
confirming the arrangements made. 

The Cuatrrman. Yes. We will be glad to have it. 

(The letter referred to follows :) 


May 1, 1958. 
Suri MANUBBAI SHAH, 
Union Minister for Industry, 
Government of India. 

Dear Sir: It was indeed a pleasure to meet with you and your colleagues on 
the 15th of April in New Delhi, and discuss a possible project for a great stride 
forward in speeding up the development of competent small industrial enter- 
prises in the private sector. As you know, I have held discussions on this par- 
ticular subject with Dr. Ensminger of the Ford Foundation, Mr. Houston of the 
Technical Cooperation Mission, and with a number of the officials of the ministry. 
As a result, I am setting forth here the general outlines of the proposed project 
as I see it. 

The lack of an adequate and ready pool of machine tools, suitable for imme- 
diate use of small manufacturers, existing or planned, is a major bottleneck in the 
Government’s efforts to bring about a wide base of payroll-producing enterprises. 
The immensity of this problem is known to all, and it has been added to by the 
need for providing employment or the thousands who will be displaced by the 
slum-clearance projects now under consideration. It will be many years, even 
under the best of circumstances, before the infant machine-tool industry in India 
will be able to make any sizable contribution to the offsetting of this defect, 
and meantime the foreign exchange situation can hardly permit the import of 
any great quantity of machine tools to meet the desperate need. 

Upon my return to Washington in late June of this year, I will undertake 
to secure approval on the part of my own Government of a plan which would 
release to India as much of our excess Government property (machine tools and 
factory equipment) as you might select as being useful now or in the near future 
in that part of your industrialization program having to do with small private 
industry. The plan I will propose and support to the best of my ability en- 
visions the delivery on the docks of Bombay, Madras, and Calcutta without 
involving any foreign exchange on the part of your Government. The inspection, 
overhaul, and repair as needed would be performed by your Government, and 
their distribution within India to the appropriate small industrial concerns 
capable of utilizing them. 

If acceptance of this plan can be secured, the details of your operation after 
the machine tools reach the docks will of course be determined by you, but it is 
my hope that you will consider the many advantages to your overall program 
of having the inspection, overhaul, and minor repairs done by newly estab- 
lished training shops close to the three cities mentioned so as to provide em- 
ployment and valuable experience in machine maintenance to a large number 
of apprentices. It is entirely possible that the TCM would be interested in 
providing a team of machine-tool overhaul experts from the United States for 
the initial training and supervision in these shops. The disposition of most 
of the machinery to small units on the hire-purchase plan would provide funds 
which could then be plowed back into other segments of your small industry 
program. 

I am sure you realize that I have no thought of committing anyone; that in 
proposing this project I am acting solely as a private citizen, but one who has 
from his experience in India in connection with the development of the small- 
industry program, gained a realization of the great need, and of the urgency as 
well. To my knowledge there is no other country in which a Government- 
Sponsored small-industry program has developed organizationally to such an 
extent as to give high promise of the success of a plan such as outlined. 

Through you, I would like to take this opportunity to express my gratitude to 
the many members of the Government of India throughout the country for the 
courtesies extended during my recent visit. 

Sincerely, 
KENNARD WEDDELL. 
40110—59—pt. 2—— 
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DEVELOPING SMALL INDUSTRIES IN INDIA 


Mr. Weppett. At that meeting we discussed a mutual project 
wherein, with each country doing its prescribed part, a strong im- 
petus could be given to the development of small industries through- 
out India. It is a project small in dollar cost to us, but mighty in 
its effect in India. 

India already has progressed to the point where it could put to 
productive use some 5,000 machine tools and factory equipments of a 
type suitable for small plants. Our Government would take out of 
its surplus stocks approximately that number of tools and equipments 
which the Government of India says would be immediately useful, 
and would deliver them on the docks of Bombay, Madras, and Cal- 
cutta without cost to the Government of India. The cost of this 
crating and transportation is estimated at $214 million. 

On its part, that Government, India, would set up workshops at 
selected centers, for apprenticeship training in the inspection, over- 
haul, and repair of light machine tools. ‘The machines delivered to 
India would be put through those workshops, and this would serve a 
double purpose. Inspection and overhaul in India could be accom- 
plished at a fraction of the cost that would be involved if done here 
and, of major importance, it would provide practical training for 
Indian nationals. 

The International Cooperation Administration would provide tech- 
nical supervisory services to these workshops to the extent requested by 
the Government of India. After the tools had been inspected, over- 
hauled, and repaired as necessary in the workshops, they would be 
distributed to needy small industrialists in India by the National 
Small Industries Corporation, on a hire-purchase basis. 

That, gentlemen, is an outline of a practical program of down-to- 
earth assistance which I hope this committee will support. To accom- 
plish our part of this program would require, in my considered opin- 
ion, a specific provision in the bill that you are considering, and I 
would propose the following: 


Support OF SPECIAL LEGISLATION TO GIVE MACHINE TOOLS TO INDIA 


For the purpose of assisting the Government of India in its development and 
strengthening of small and privately owned industrial enterprises the ICA is 
hereby directed to supply without charge to the National Small Industries Cor- 
poration of that Government such machine tools, industrial equipment, and 
other equipment as are surplus to the needs of the military departments of the 
U.S. Government which the aforesaid Corporation may select as considered to be 
useful to the small independent industrial concerns of India or to the Corpora- 
tion itself in its efforts to assist them. 

To enable the ICA to adequately and expeditiously carry out this purpose, a 
special authorization of $2,500,000 is hereby made to the ICA for payment of all 
costs incurred from the date such machine tools and industrial equipment are 
selected, including the crating and delivering the selected machine tools and 
equipment to such ports of India as are designated by the Government of India. 
The ICA is hereby directed to make a program report each quarter of fiscal 
ear 1960 on this project. 

In closing, I would make this point. The United States is in a 
unique position to do what is here proposed. Only in this country 1s 
there a huge stock of idle machine tools, on hand, ready to ship. And 
only in India is there the present capability of putting a sizable num- 
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ber of these tools to work in a program to raise the standard of living 
in the pattern of true democracies. 

I am most anxious that this be considered by the committee as 2a 
special project in itself, a small industry project, if you will, over and 
above any other foreign aid considerations there may be in the bill. 
Iam not proposing that, in providing this $214 million for this project, 
it reduce the amount being considered for any other project. 

India’s need for help from its friends is so great, and involves so 
many vital projects. Whatever position the committee may take on 
other matters involving much larger amounts, I am asking that you 
consider this small industr y machine tool project as separate and dis- 
tinct, and I hope that you will consider it favorably. 

The CHarrman. Thank you, Mr. Weddell. 

Do you believe that there is not sufficient authority in the legisla- 
tion which is before the committee to authorize the ICA to carry out 
this project ? 

Mr. Weppett. I have not discussed this matter directly, but I have 
sent this proposal to the ICA, through Mr. Clarence Randall. He 
specifically is the one who sent ‘it over to the ICA in December. 

The CHAIRMAN. What was the reaction / 

Mr. WepbveE.LL. The reaction there was, “This sounds fine. This 
sounds as though it is very much worthwhile. But if the Govern- 
ment of India wants this, why don’t they just simply assign some of 
the funds which we are already providing them with to this particular 
project ?” 

Now, the funds which the ICA has been given, as allotted to India, 
are already earmarked for the various projects that were set up, and 
they are not only minimum, they are less than adequate for the 
project that they have already established. 

I can see very easily, because of the great needs that they have in 
that country, to say “Well, shall we cut “down on the amount for this 
dam or for this railroad extension or for this bridge or for this new 

wer plant or fertilizer factory or steel mill? If you really want 
this, Mr. India, why don’t you take $214 million out of that and assign 
it over to this program ? ‘I think that is the w rong way to go about 
this, Mr. Chairman. 

I think the important effect of this would be to make this project over 
and above what we have provided. This is a special project for assist- 
ing small privately owned enterprises in India. India wants it. 

The CHarrman. What evidence do you have that they want this? 

Mr. WeppDELL. Evidence? 

The CHarkMAN. What makes you think they want it ? 

Mr. WeppELL. Well, meetings that I have had with the people in 
industry and in the Government over there. 

The Coarrman. Will their Ambassador here say they want it ? 

Mr. Weppe.L. He certainly will, sir. 

I should qualify that. I cannot speak for him. But I would be 
an extremely surprised person—— 

The CHatrMAN. Have you discussed it with him ? 

Mr. Wepvett. I have discussed it with the Minister for Economic 
Affairs, I believe it is, Mr. Govindlan Nair, who is the man here in 
the Embassy, the Minister for this type of thing, and they are most 
anxious that this be done. 











1222 MUTUAL SECURITY ACT OF 1959 


SURPLUS MACHINE TOOLS 


The CHarrman. How many machine tools of the type that you 
think would be useful there do we have in storage? 

Mr. Weppetu. Well, sir, we have so many thousands that it is diffi 
cult to get a figure of what has been declared surplus, because we do 
not declare them surplus until the time comes when we want to hold 
a disposal sale. 

But I think this might answer your question: We sell every year 
between 10.000 and 15,000 machine tools of this type in our disposal 
sales, and that figure has been held down so as to have not too serious 
an impact on the machine tool industry, 

The Cuatrman. Are these World War IT machine tools? 

Mr. Weppe.u. Some of them are, and, more recent, from the Korean 
war and since then. 

The CHarrman. What were they used for? Why do we have them? 

Mr. Weppeti. We bought these for our buildup in World War II 
and also in Korea. We bought these things and supplied them to 
industry, but they belong to us. And when the emergency was over, 
we took out those that were not still needed. The result is, we are 
just bursting at the seams with them. 


STORAGE OF SURPLUS MACHINE ‘TOOLS 


The CHatrmMan. Where are they stored ¢ 

Mr. Weppe.y. They are stored in various sites all over the country, 
One of the largest is in Palmdale, Calif., another one at Omaha, Offutt 
Air Force Base, some out in Chicago, and in another site which the 
Navy has in Pennsylvania. 


QUANTITY AND TYPE OF EQUIPMENT AVAILABLE 


The CHarrman. What would be the way to go about getting the 
data on this from the Air Force? Could you get it for us, or should 
we initiate an inquiry! As background, assuming the committee 
wished to take this proposal seriously, we ought to be able to say, 
“You have in storage so many thousands of machines. You have 
been disposing of so many annually, and this would be a good use 
forthem.” Assuming we wanted to pursue this, we would wish to have 
something on which to base this proposal. 

I think one of the essentials would be: how much equipment have 
we? How old is it, and is it obsolete? 

Mr. Weppett. They are all different ages. Some of them are in 
better repair than others. They are all supposed to be usable, but 
when a machine has not been operated for 4 or 5 years, you are not 
definitely certain of that. 

The way this would operate in a specific manner is that if the ICA 
were given this authority to pick up the check for the freight, it would 
then go—— 

The CnHamman. You are getting ahead of us. The first job is to 
get the authority, and you cannot. get authority unless people know 
what they are doing. And I cannot sell it to the committee unless 
you can tell me a little more than you have. 
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Then you get the authority, and let us assume everybody agrees 
itis good. ‘Then it is for the ICA to work it out. I agree with that. 

Mr. WeppELL. We can provide-—not only the Air Force but all 
three military departments can provide a listing of all the machine 
tools that are Government-owned. 

The CuatrmMan. Of the kinds that would be useful here. We do 
not need to know about those that are unrelated. 

Mr. WeppELL. Of course, at the present time they are not listed that 
way. 

The CuatrMANn. They are not? 

Mr. WeppELL. We would have to then say to the Indian Embassy 
here, “Which of these types in here are of interest to the people in 
India?” 

The CHairman. Why would it not be sensible, since the time is very 
short and I doubt if we could develop a case, merely to put in the bill 
permissive authority which the legislative experts would agree would 
cover it, so that if the ICA wished to work it out, they would have the 
authority. Then whether or not they did would depend upon working 
out the details. How would that be? 


RELUCTANCE OF CONRGESS TO EARMARK AID FOR SPECIFIC COUNTRIES 


The committee and the Senate have always been fairly reluctant in 
these aid bills to pick out a special country, by name, on which to confer 
aspecial grant. It has beendone. We have passed some special bills, 
such as the British loan, and the Indian wheat agreement, of a large 
and rather unique character. But there is great resistance to legisla- 
tion which picks out a particular country and says, “Now, we are 
going to do this for you.” Pakistan will say, “Why don’t you do it 
for us? We need assistance.” And Burma and the others. 

The administration, I think rightly, takes the attitude that, while 
one may have this in mind, the authority should be made general and 
the discretion left to them to work it out. 

We are legislators. We cannot work it out. All we can do is give 
the authority. 

Mr. Weppe.i. That might be carried out, Senator. 

I have this in mind. I was in Burma, and I also worked on their 
industries—small industry problems. They are in no position to use 
any of this in Burma. 

India is, and has all the mechanics set up for doing it. 

A great many other countries—Afghanistan, Pakistan, some of the 
others—are getting 4 or 5 or 10 or 12 machine tools as they find they 
have a need forthem. They apply to the ICA and get them. But, of 
course, they have to pay the freight in every case. 

It is that freight that is hurting in the case of a country that has no 
foreign exchange, or very little. But to do it on a scale that I am 
speaking of, there is only one country that could use them. 

Perhaps it is possible to have a bill which does not mention the 
country by name, as you mentioned there. I think ICA, in looking 
into the situation, would quickly come to the conclusion, if they are 
talking about a good, sizable chunk of machine tools, there is only 
one country that could use them. 
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POSITION OF ICA ON PROPOSAL 


The CHamman. Will ICA approve of this? Our usual procedure 
involving a matter such as this 1s to get the opinion of the administra- 
tion, not that we are absolutely dominated by it, but they may come up 
with some objection which has reason. 

Have you talked to them about it ? 

Mr. Weppetu. Only to the extent that I mentioned before. I met 
with Mr. Arnold, and later on I got the reaction, their response—I got 
a copy of their response to Clarence Randall in which they said, “This 
sounds like a very good proposition.” 

But they felt the Government of India should arrange to take it 
out of other funds. 

The Cuarrman. We might inquire of the ICA how they would 
look upon such a proposition. It sounds to me like a very good idea, 
from what little I know about it. But I often find I do not know 
all there is to know about these matters, and I am trying to develop a 
record here on which to base your suggestions. 

Mr. Weppeti. Senator, could I just make this one final remark on 
this thing? 

The CuarrMan. Yes. 

Mr. Weppe.u. However it is done, the thing that sticks in my 
mind—and it hurts—is that here is a tremendous need and immediate 
use for these over in that part of the globe, and over here are our 
warehouses bulging at the seams with unused tools, and it seems to me 
we ought to work out something. 

The Cuatrman. It is somewhat like the idea of surplus food. If 
the people are hungry, there ought to be some way of getting them 
something to eat when we have so much. We have tried to move in 
that direction in that field. 

I agree with you. It makes a lot of sense to me. I cannot at the 
moment see any reason why it should not be done. But I do not feel 
I know all I need or ought to know about it. That is all. 

Mr. Weppet.. Naturally, working with small industry as I am in 
this country, I have had in mind what effect—whether this would have 
any serious adverse effect on small business concerns here. 

The Cuarrman. I do not see that it will. 

Mr. Weppe tt. I figure there is so much of this that we can well 
let 5,000 of these tools go, and the Government would lose the possible 
plowback of a little less than $2 million in this number of machine 
tools. 

The Cnatrman. It sounds likea very good idea. 

We will ask the ICA to consider it further, and we will see what 
their reaction is. 

Mr. Wepvetz. Thank you, sir. 

The Cuarrman. Thank you very much. 

Mr. William J. Askin is our next witness. 


STATEMENT OF WILLIAM J. ASKIN, WASHINGTON, D.C. 


The Cuarrman. Mr. Askin, I believe you have a prepared statement. 
Would you like to read it? 
Mr. Askin. Yes, sir. 
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Mr. Chairman, my name is William J. Askin, and I reside in Wash- 
ington, D.C. I appreciate the opportunity of appearing before this 
committee as a private citizen. 

Since 1953, both as a military officer and later as an economic con- 
sultant to business, I have had continual contact with several of the 
problems now before this committee. In the past year, under the 
auspices of a new organization of businessmen interested in interna- 
tional economic policy, I completed several research studies, one of 
which was an analysis of critcisms of the mutual security program, 
which, I believe, was made available to this committee. 


CONTROVERSY OVER MUTUAL SECURITY PROGRAM 


The purpose in carrying out this study was to isolate the funda- 
mental points of controversy which have inhibited the acceptance of 
this program both by the Congress and the American people. The 
work was considered both by the Draper Committee and the Depart- 
ment of State. The Draper Committee stated that they found it quite 
useful; and Mr. Douglas Dillon, Under Secretary of State for Eco- 
nomic Affairs, informed us that the study was carefully considered 
in the preparation of the Government’s 1960 program. 

I hope it will be of some use to the members of this committee, par- 
ticularly in view of the fact that most of the points of controversy are 
still applicable. 

My purpose in appearing before this committee as an individual, 
however, is not to discuss these studies, but to bring to your attention 
a fundamental conclusion which was reached after many months of 
extensive consideration of these criticisms. 

The conclusion is that the central problem in regard to the lack of 
adequate acceptance of the mutual security program by the Congress 
and by the American people is due to a major defect in the 
organizational structure of the decision-making processes of the U.S. 
Government. 

I hope to point out in this statement (1) what the defect is; (2) how 
it can i illustrated by developments in the mutual security program 
over the past year; and (3) what could be done about it in the interest 
of the long-range security of the United States. 

The defect: The problem, essentially, as illustrated by the criticisms 
of this program, is that the validity of several of the basic strategic 

remises upon which the program is based is questioned by many 

embers of the Congress and many individual citizens, and there is 
no permanent organization within the Government that can carry out 
the basic reevaluation of policy that is necessary to answer some of 
these fundamental questions. 


SUPPORT FOR PLANNING GROUP IN GOVERNMENT 


I would like to refer to recent statements made by several outstand- 
ing Americans which may be used to illustrate this shortcoming. 

On April 17, 1958, while appearing before the Finance Committee 
of the U.S. Senate, Mr. Bernard Baruch urged the Government to set 
up a new central “think body” to study the Nation’s problems and to 
develop unified policy. Mr. Baruch proposed that the most expe- 
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rienced men in the country be named to this “think group,” which 
would function as a sort of advisory group to the National Security 
Council. Mr. Baruch conceded that this was supposed to be the func- 
tion of the National Security Council, but said its members were too 
burdened with other responsibilities to do the job. 

On Saturday, September 6, 1958, Mr. John I. Burns, president of 
the Radio Corp. of America, while speaking before the 50th anniver- 
sary conference of the Harvard Business School, suggested— 
that there was an urgent need for a new planning body in the Government—a 


fourth branch of the Government—to be called the Permanent Council on Plans 
and Policy. 


Mr. Burns stated : 


The primary function of this Permanent Council would be to formulate our 
long-range objectives, policies, programs, and strategy as related to the total 
needs of the Nation. Unlike the other three branches of Government, this new 
one would look primarily to the future. 

I would like to mention that before becoming the President of RCA, 
Mr. Burns was a senior partner of one of the country’s most promi- 
nent management consulting firms, the firm of Booz, Allen & Hamil- 
ton, and has devoted many years to the study of the problems of 
management organization. 

Recently, on March 25, 1959, Senator Javits, along with Senator 
Cooper, Senator Douglas, and Senator Humphrey, submitted Joint 
Resolution 83 to the Congress, whose purpose was to provide for the 
establishment of an Advisory Council on National Security, the aim 
of which would be to— 
utilize the special ideas and suggestions of private citizens that would be of 
great assistance to those in the Government charged with the formulation and 
administration of policy. 

Senator Jackson has recently proposed the establishment of an 
Academy of National Policy, designed to meet, as he states, “an 
important unfilled need in the structure of our Government.” 

Senator Jackson in a recent speech before the American Society of 
International Law stated: 

Nowhere in the Government, save in the person of the President himself, is 
there anyone whose responsibility it is to study national policy in the round and 
to bring to bear on policymaking the whole range of considerations, short term 


and long term, domestic and foreign, political, economic, and military, which 
influence our conduct of foreign affairs. 


SUPPORT FOR REEVALUATION OF U.S. LONG-RANGE POLICIES 


The most important consideration is how to illustrate the need for 
such reorganization in terms of specifics. I believe that the need for 
a reevaluation of the basic premises of long-range policy may be illus- 
trated in many areas of national strategic policy, but would like to 
specifically point out this need in terms of the recent history of the 
mutual security program. 


REEVALUATION OF ALLEGED OVEREMPHASIS ON MILITARY ASSISTANCE 


In August of 1958, a majority of the members of this committee 
forwarded a letter to the President. The letter was vitally important 
because it questioned the basic validity of the premise that the U.S. 
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military assistance program in underdeveloped areas, as then consti- 
tuted, was serving the long-range strategic interest of the United 
States. 

To quote from the letter of August 25, 1958: 

Overemphasis on military assistance has tended unavoidably to involve the 
United States in situations in which our aid may have contributed to the main- 
tenance in power of regimes which have lacked broad support within the coun- 
tries we have assisted. It has helped to create abroad a militaristic image of 
the United States which is a distortion of our national character. It has dis- 
tracted attention, energy, and perhaps economic aid, from more pressing prob- 
lems. And, finally, we believe military assistance by its very nature tends to 
create and then to perpetuate military hierarchies which even in the most well- 
developed countries may endanger the very values of individual freedom which 
we seek to safeguard. 

In response to this letter the executive branch apparently decided 
that in order to effectively evaluate the validity of these views pre- 
sented by a majority of this committee, it was necessary to set up a 
completely new temporary organization—namely, the Panes Com- 
mittee, which will apparently soon go out of existence after the com- 
pletion of its final report. . 

It should be mentioned that the Draper Committee, after extensive 
study, was at least partially in agreement with the views expressed by 
the majority of the members of this committee in regard to the valid- 
ity of the premise of policy relating to military assistance in under- 
developed areas. 

Consequently, what has developed in the past year? A basic prem- 
ise of national policy was questioned by the majority of the members 
of thiscommittee. In order to determine the validity of this criticism, 
it was necessary to set up a new organization to conduct the research 
and evaluation. The result, it seems, has been a revision of the mili- 
tary assistance program. 

his situation raises some very fundamental questions concerning 
the future security of the United States. Are there not other prem- 
ises upon which our long-range policy is based which should be ques- 
tioned and continually reev valuated and, if so, what organization 
within the Government will do this? 

What organization will reevaluate the validity of the basic premises 
upon which the organizational structures of our institutions carrying 
out policy are based, and bring about the necessary adjustments to 
adapt to rapid technological, scientific, military, economic, and social 
change ? 

There is no permanent organization fulfilling this vital function. 
Over 2 years ago, after exhausting all other channels available and at 
the suggestion of another one of the President’s advisory committees, 
[ attempted to bring a matter related to the above to the attention of 
the National Security Council and was advised by the staff of the 
Council that matters of this nature were outside the jurisdiction of 
that body. 

RECOMMENDATIONS 


There is a vital need for setting up a new organization as a per- 
manent part of the U.S. Government. Such an organization could be 
set up at the highest echelon of the executive and legislative levels of 
the Government to carry out on a continuing basis, basic research and 
policy reevaluation in regard to the fundamental strategic premises 
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upon which national policy and organization must be based. Such 
an organization could encourage the formulation of policy on the 
basis of overall strategic needs, not on the basis of the coordination of 
—— positions. 

t could permit a channel for the objective consideration of new 
strategic concepts, ideas, and organizational adjustments which js 
generally not now available under the present structure. 

It could continually utilize more extensively the talents and ex- 
perience of private citizens and educational] institutions. 

Such an organization could encourage basic research in the “science” 
of national strategy and provide a permanency to long-rang national 
planning efforts not now characteristic of may of our programs. 

Finally, it could assist in clarifying the fundamental strategic is- 
sues facing the American people and varry out continually the reeval- 
uations necessary to answer valid criticisms, in order to gain ade- 
quate national support for policies and programs as vital to our future 
as the mutual security program. 

I would be glad to present at. a future time a more specific report 
in regard to both the need for such an adjustment and the type of 
organization which could best be set up to meet it, if any of the mem- 
bers of this committee or other Members of the Congress might be in- 
terested. 

I would like to say, as an aside, that I am not only talking in terms 
of an academic discussion, but in referring to specifics I am referr ing 
to actual developments in the past which involve problems relating to 
classified information. 


REQUEST TO BE HEARD IN EXECUTIVE SESSION 


I would therefore like to have an opportunity to testify in execu- 
tive session, if the chairman will honor my request, to present a brief 
statement in regard to this matter. 

The Cuaimrman. Thank you very much. I think it is pretty late 
todothat today. We will have to look forward to that. 

Mr. Askin. It would only be two sentences, Mr. Senator. 

The Cuarrman. What is that? 

Mr. Askrn. It would only be two sentences, the statement that I 
would have to make in executive session. 

The Cuatrman. Well, you could submit it in writing, and we will 
treat it as executive, if you ¢: are to do that. 

Mr. Askin. All right. 

The CuHatrMan. We cannot go into executive session right now. 
We are in open session. 

I appreciate your statement. I think many of us have felt the need 
for better evaluation. I think you have said in your own way much 
that many of us have said—that we need a little more active National 
Security Council. 

This is the function that was intended, I think, to be served by the 
National Security Council. 

Within the field of foreign relations itself, the Policy Planning 
Staff which was set up by Ge yneral Marshall when he was Secret: ry of 
State, was intended to perform at least a part of this function, but I 
do not think it is doing it. 
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Thank you very much. We appreciate your taking the trouble 
to come before the committee to give us the benefit of your views. 

Mr. Askin. Thank you, Mr. Chairman. 

The CuHatrMANn. The next and last witness on today’s schedule is 
Mr. David Whatley. Would youcome forward, please, sir ? 

Do you have a written statement ? 

(Off the record.) 

The CuarrMan. You submit what you wish on Monday, without 
any agreement on the part of the committee to do anything about it. 
We will dothe best we can. 

Mr. Wuattey. Thank you, Mr. Chairman. 

(No statement from Mr. Whatley had been received at the time these 
hearings went to press. ) 

The Cua MAN. Thank you very much. 

I have a statement which has been submitted for inclusion in the 
record. The statement is from D. T. Larson, of Washington, D.C. 

(The statement referred to follows :) 


STATEMENT BY D. T. LARSON, WASHINGTON, D.C. 
TWENTY BILLION DOLLARS FOR PEACE AND SELF-HELP 


It seems to me that the bill $20 billion for peace and self-help (if we respect 
both the law of “o-mission” and “co-mission’”’) is a timely bill so it can also 
bea memorial. In the past we have had some good bills but the intended action 
was not spelled out. This bill spells out a good flexible program. The stipula- 
tions of this bill would enable the countries that cooperate to set up self-liquidat- 
ing projects that would give employment to a large number of low-income people 
at very little cost per person. 

The bill provides that our Secretary of Agriculture may use up to 400 million 
bushels of wheat or surplus food, and loan up to $800 million to cooperate with 
friendly countries. The bill provides that the friendly country help secure 
for their people homes or home sites as well as cash and food, that the low- 
income people may earn and learn to improve their standard of living. The bill 
provides that the time of contract be extended up to 10 years to begin this pro- 
gram for upward of 10 million people as soon as possible. It also provides that 
we go 50-50 on educational training if it is requested as a much needed con- 
tinuing program. 

There is an old saying that explains some of the unrest of today: “Coming 
events cast their shadow before.” So also the things and actions of today toa 
great extent set the pattern for tomorrow. 

When one studies the events of history and the progress of the human race, 
one sees quite a distinct pattern, consisting of three stages of development, simi- 
lar to the stages of health, irritation, and disease of their physical bodies for 
some people, or respect and cooperation with nature’s laws for health and happi- 
ness for others. 

At first there seems to be a reluctance to respect nature’s laws of progress, 
to face facts or force. Take for example the instance of the people of vld Ger- 
many going into hiding in the Black Forest, or the Indians now living in the 
Everglades of Florida, or the displaced persons (800,000 Arabs) waiting in the 
dust of the desert these several years. 

The second phase comes when a person, or a group, reacts to irritations, or 
gathers strength and courage in numbers, and finally expresses its irritation in 
unrest, mild troubles, or revolution. Usually after many months or years we 
have a third phase. During this phase the past events balance out, and the 
people settle their differences. They begin to try working together and co- 
operating as in our separate, but united, 49 States. 

In many places over the world there is unrest, as in the second phase. This 
may be awakening from a deep sleep of many years, much as Rip Van Winkle 
awoke from his long sleep, to recognize his old clothes and old shooting iron, the 
how-rusty blunderbuss. 

In the early days Captain Byrd came up the James River to be stopped by 
the rapids and landed at what is now Richmond, Va. We recall, too, Thomas 
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Hooker and his wandering band coming through the forest looking for a good 
place to settle in this new land in 1632; that developed into Hartford on Con- 
necticut River. Hooker met and observed the seven local tribes of Indians 
around the council fires. These seven tribes had differences, but were now 
cooperating among themselves for the betterment and protection of all. This 
friendly action supposedly inspired the first Fundamental Orders of Connecticut, 
which guided the early settlers into a cooperative attitude, and laid the frame 
work of our wonderful Constitution and the Union of States. 

Because our country has been especially blessed with natural resources pro- 
tected by two oceans and continuing respect for law and order, we have been 
able to make unmatched progress as a Nation. This fortunate opportunity to 
better our material, our cultural, and our spiritual resources, makes it possible 
for us to appreciate the desires, the needs, and the hopes of a great many less 
privileged people of today. 

There were untamed forces available in the stone age, the bronze age, the 
iron age, and also now in the atomic age that are limited only by our will 
and ability to use them. 

There were great cultures and civilizations in years gone by—the Roman, 
the Greek, and the Egyptian. What happened? These people of the past had 
dreams and hopes as do the people of today. So we should stop and look and 
ask, “Are we going to hide in fear; are we going to struggle against and fight 
these age-old forces of man and nature, or are we going to try to cooperate 
with them?” I believe we are able, we are ready, and we are willing to do our 
best in peace as in war. 

The old saying, “An ounce of prevention is worth a pound of cure,” is still 
true. If we will use our talents of leadership, of truth and honesty, our knowl- 
edge, and our surpluses, to encourage true hope and faith, especially in the 
children of today who will be the men and women of tomorrow, we shall be 
bountifully repaid by the resultant happiness and gentility we shall ‘see in these 
children when they have grown to manhood and womanhood. This is one 
good reason for action now. 

The aim of this bill is to spell out a way for hope, for respect, for self- 
advancement, for as many as will cooperate for their self-betterment. It aims 
to help people in the lowest income brackets—people who cannot come to 
America for help as the Statue of Liberty invites, “Come all ye weary.” This 
bill makes it possible for us to take help and hope from our surplus that is full 
and running over to them wherever they are. 

The problem is simple enough. When these people ask for bread, we should 
send bread and not bullets. The job is a big one, and we should not send a boy 
to do a man’s job. Our answer is the reverse of Churchill’s “blood, sweat, and 
tears,” and it should be at least as great as was the challenge of Roosevelt’s 
50,000 planes to meet force with force. 

We have had the opportunity of helping to fulfill the hopes and prayers of 
the men of Bunker Hill, the Alamo of Lincoln, Jefferson, and the many other 
loyal Americans who were tried by circumstances, but were not found wanting, 
since they also helped balance some of the inequities of their day. 

Even as we keep our powder dry, whether it be bows and arrows, cannon or 
missiles, we can now help to extend the hand of fellowship. I believe that we 
will never have a greater opportunity than the present to do this, for probably 
95 percent of our people stand ready to at least do a real job. The ‘Teacher 
and Master” said that we might do greater works than He had done. It is pos- 
sible that He was thinking of the opportunity we have today of feeding greater 
numbers of people than He fed in His day with the small breads and fishes? 

There is a report of science progress that says, “If we start now, we will 
eatch up later.” It seems to me that events have already caught up with us, 
so it is high time for us to do our best before it is too late to help the children 
vf today who as men and women will determine the state of society and civil- 
ization tomorrow. 

As you_can see, the bill provides means and directions for cooperating with 
countries that wish to help and encourage their people, and lead them in the 
paths of self-help and understanding, comparable to the Extension Service, 
4-H leadership program, Future Farmers, and trade-school programs that help 
make our country strong. A real program will require the help of a large 
number of local men and women. It will take time and patience, practical expe- 
rience and understanding to promote it. As the saying goes, “When you plant 
potatoes, you must put your hands in the dirt.” 
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“EFlimination of wrong by substitution of good should be another one of our 
secret weapons. In olden days when a job needed to be done, our forefathers 
rolled up their sleeves and worked until the job was finished, and men were 
made happy with the results of their toil. 

The need of good leadership is generally accepted. There are already a 
large number of dedicated people scattered around the world, working as best 
they can to promote the development of opportunities, understanding, and 
fellowship in foreign lands, as do also our schools, libraries, unions, and fra- 
ternal organizations here in every village and town in America. 

But the march of Hooker’s band, the friends of Captain Byrd, the courageous 
men of the Alamo, Bunker Hill, and many others in search of betterment began 
a movement that has swelled into a mighty force of a billion people who are 
on the march for a little more bread, and for the opportunity to earn for them- 
selves a place of a little more security and respect in the world. And it is 
through the faith, the understanding, and the encouragement that we, as a 
nation, can give that they will be able to hope to reach their objectives without 
the fear and force of some countries. 

This bill provides a way for us to cooperate with these people of low incomes, 
and our assistance should be limited only by their willingness to cooperate to 
better their condition, and by our ability to assist. In doing this we also follow 
the example of Gandhi, who led India along a path of peaceful independence and 
they and others work now for peace and progress. 

Since every dollar of cash and each pound of surplus can be used on a revolvy- 
ing basis several times over, the results should be multiplied in good works, 
both cultural and material, and perhaps lead eventually to a fourth and final 
stage of our and their development—a program of cooperation, peace, happiness, 
and faith for our and their children and people in the coming years so this is 
a timely bill and a worthy endeavor and kindly action in place of words, bullets 
or stones. 

ALCHEMIST GOLD FOR STAGE OF TOMORROW 


“The world as the stage and the people and nations as the players” is just as 
true today as in years gone by. 

It is said that alchemists’ gold (in millions) was used to pay the cost of 
one of the crusades on the stage of the Continent. 

Can that crusade be likened to the International Food for Peace Act of 1959. 
Can this food for the hungry in large quantities, having a value of $10 billion, 
be today’s alchemist gold that can finance now in 1959 and for the next 5 years, 
the greatest crusade against hunger and want and for world peace? 

This is the most wonderful opportunity for us all to help the progress of large 
numbers of players of today, also remembering the little children on this the 
stage of the wide world, these many innocent little children hungry and sick 
today the players on the stage of tomorrrow. 

It is also true that an ounce of prevention is worth a pound of cure, so if 
we the players on the world stage of today and those of tomorrow watch our 
spoken lines and our performance (deeds), as the crusaders watched their 
swords and spears in that other crusade and if the thousands that marched in 
those troubled years, and remember the wars of not so long ago were to be 
wholeheartedly and actually on the stage of today in like numbers, in the form 
of real christian and God-respecting men and women, doing our duty—every 
day, by our fellow players. 

Who or what could be greater for a great and wonderful nation, or any 
nation, but especially this Nation under God’s guidance. 

So, also Jesus fed the multitudes with little breads, on the little stage on the 
shore of Galilee (He also had, as we will have, baskets of food left over). 
When we with thanksgiving send blessing and food for the hungry other players 
on this great world stage under the umbrella of Senate bill 1711, Food for the 
Hungry Act of 1959. They, these children, cannot come to us so we can send the 
1,000 shiploads to them (a great white fleet). 

You today can turn copper into gold by writing your views to your leaders 
in Congress and our President to encourage them to look forward in giving 
happiness and cheer in playing their part as soon as possible as you now do 
your part in this greatest crusade of all time on this worldwide stage. With 
over a billion players we offer to extend the hand of fellowship and coop- 
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eration as Daniel walked into the lion’s den with hope and faith. So tum 
copper pennies into gold and food for these hungry millions. 

Mail cards and letters now to Nixon, Fulbright, and Humphrey, care of Senate 
Office Building ; Representatives Morgan and Halleck, House Office Building, and 
to your President in the White House. 

The pen can be greater than the swords in this crusade, copper can be turned 


to golden happiness on this worldwide stage if the players of today play their 


parts clearly and carefully as in Senate bill 1711 for us of today and the players 
on the world stage of tomorrow. 


The Cuamman. The committee is adjourned until Monday at 10 
a.m., in this room, at which time we will hear Mr. Dillon, 


(Whereupon, at 5:35 p.m., the committee adjourned, to recon- 
vene at 10 a.m., Monday, May 25, 1959.) 
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MONDAY, MAY 25, 1959 


U.S. SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, in executive session, at 
10 a.m., in the committee room, U.S. Capitol Building, Senator J. W. 
Fulbright (chairman) presiding. 

Present: Senators Fulbright, Kennedy, Lausche, Church, Capehart, 
and Carlson. 

Also present: Charles H. Shuff, Deputy Assistant Secretary for 
Military Assistance Programs, Office of Assistant Secretary for Inter- 
national Security Affairs, Department of Defense. 

The Cuarrman. The committee wil] come to order. 

The committee meets this morning to receive testimony of Acting 
Secretary of State Dillon and Mr. Dempster McIntosh, Managing 
Director of the Development Loan Fund, in support of the legislation, 
particularly that part pertaining to the Development Loan Fund. 

Unless additional requests for information develop, I anticipate this 
will be the final hearing in connection with the consideration of the 
mutual security program of 1959. 


TRIBUTE TO JOHN FOSTER DULLES 


Before proceeding to the formal testimony, I think that I speak for 
the committee in taking note of the passing of John Foster Dulles, 
with whom we had so many meetings on this and so many other sub- 
jects. I am sure I express the sentiments of the committee in stating 
we recognize that he was one of the most dedicated, capable, and 
courageous public servants that we have ever had in the position of 
Secretary of State. 

I know the committee wishes to pay tribute to his great services to 
eon, and to extend our deepest sympathy to the family of Mr. 

ulles, 

Of course, I know the members will speak for themselves, but I 
think this committee itself has had long association with him and has 
benefited greatly by his counsel, and we regret that he has passed 
away. 

Senator Capenart. Mr. Chairman, I would suggest that a fine reso- 
lution be prepared that the committee might pass and send to Mrs. 
Dulles and family. 

The Cuatrman. Without objection, so ordered. 

Senator Carson. Mr. Chairman, if this is to be the concluding 


hearing on the mutual security program, I want to express my sincere 
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appreciation to the chairman of this committee for having been g0 
patient with all of us, particularly those of us who are new—and I 
am certainly one of them—in handling this problem. He has been 
courteous and patient and has given a lot of time to it, and I think we 
have developed some very good hearings. 

The Cuarrman. I appreciate the kind words of the Senator from 
Kansas. He has been here, I think, more than nearly anyone else 
except the chairman, and has followed the hearings very diligently, 
and he has been of great assistance to the chairman, may I say. 

Mr. Dillon, will you proceed ? 
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STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF ] 
é 


STATE; ACCOMPANIED BY DEMPSTER McINTOSH, MANAGING 
DIRECTOR, DEVELOPMENT LOAN FUND 


Mr. Ditton. Mr. Chairman, and members of the committee, I ap- 
pear before you today in two roles—as coordinator of the mutual se- 
curity program and as Chairman of the Board of Directors of the 
Development Loan Fund. As coordinator of the mutual security pro- 
gram, I am here to assist in whatever way I can as you conclude your 
examination of this year’s proposed mutual security legislation. 


PRESIDENT’S REQUEST FOR DEVELOPMENT LOAN FUND LEGISLATION 


However, in my capacity as Chairman of the Board of Directors 
of the Development Loan Fund, I should like to devote my prepared ] 
remarks today primarily to the executive branch’s legislative proposals 
dealing with the Development Loan Fund. | 

The President has recommended that the Congress authorize and ap- : 
»ropriate $700 million to become available to the Development Loan 
Fund beginning in fiscal year 1960. He has also requested revisions 
in the Mutual Security Act which would make available to the De- 
velopment Loan Fund, after administrative needs of other agencies 
are met, loca] currency repayments under mutual security loans con- 
cluded since 1954, and which would provide a clear and more flexible 
basis under which the Development Loan Fund can work out arrange- 
ments for the fiscal administration of loans. 

This committee is well aware of the realities in today’s world 
which give rise to the Development Loan Fund. The economic and 
social revolution now sweeping the underdeveloped areas, the grow- 
ing interdependence of all peoples and the aggressive presence of 
Communist imperalism combine to pose a great challenge and respon- 
sibility for the entire free world. 

We know that if the developing areas are to progress as they must, 
without resort to totalitarian force, and if they are to withstand the 
thrust of Communist imperalism, they must secure greater amounts 
of investment capital than they can now obtain from within their 
own borders. 


aan eaneeaeeememeeeemeammmmmaaaaaaaes i 


PROVISION OF CAPITAL BY INDUSTRIALIZED COUNTRIES 


One of the most hopeful signs in the past year has been the way 
in which other industrialized countries have made capital available. 
Germany has made very substantial contributions through loans to 
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Turkey, India, and Greece; the United Kingdom did the same thing 
for Turkey and India. Canada has increased its grants under the 
Colombo plan, and the Japanese have started to take an active part 
in the development of Asia both through their reparations programs 
and financial aid. France for some time has been devoting substan- 
tial resources to the African territories of the French Union, and 
Italy is now preparing to make available substantial sums for de- 
velopment in the Middle East. 

Nevertheless, as the wealthiest and most industrialized country, 
with capital available for export, the United States remains the prin- 
cipal single source in the free world for the foreign capital which the 
less developed countries need to supplement their own already sizable 
efforts. 

WORK OF DEVELOPMENT LOAN FUND 


As a principal instrument in meeting this challenge and this re- 
sponsibility, the Congress authorized establishment of the Develop- 
ment Loan Fund almost 2 years ago. In so doing, it charged the De- 
velopment Loan Fund with a specialized mission: the provision of 
capital for productive economic growth. With the exception of the 
technical cooperation program and two or three special programs, the 
other elements of the mutual security program are not designed to 
promote long-range economic development. They provide instead 
the military strength required to offset the Communist threat, and 
they help to maintain political and economic stability from year to 
year. These are both essential prerequisites to development itself, but 
their usefulness and purpose would be largely lost in the absence of 
adequate provision for forward movement in the development process. 
The Development Loan Fund puts our major development effort on a 
loan, rather than a grant, basis dealing directly in a businesslike 
manner with sound projects and programs. For this reason, an ade- 
quate Development Loan Fund can be considered the keystone to the 
arch in our mutual security program. 

The Development Loan Fund has been designed to supplement but 
not compete with other free world sources of financing. It does not 
compete with private investment capital, the Export-Import Bank, 
or the International Bank for Reconstruction and Development. It 
works in the closest cooperation with these institutions. Because of 
the flexible terms on which its loans can be made, including the accept- 
ance of local currencies in repayment, the Development Loan Fund 
can help to bring to fruition sound and worthwhile projects which 
otherwise could not be realized. This is so because many less developed 
countries are not as yet able to earn enough foreign exchange to repay 
fully, in the standard 10 to 15 years usually required by private capital 
and by the Export-Import Bank and the World Bank, the loans 
needed to complete large and important projects. 

The Development Loan Fund has now behind it more than a year 
of active experience. This has given proof of its ability to make use- 
ful loans and to operate effectively at a rate of at least $700 million 
a year. Furthermore, we now have confirmation in experience of 
the vital role this institution can play in the conduct of our foreign 


policy. 
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LOAN APPLICATIONS TO DLF 


As you will note from the chart on page 2 of the presentation book 
devoted to the Development Loan Fund, it had taken under con- 
sideration over $3 billion in screened proposals by the end of April 
1959. Ishould note that this figure does not represent all the proposals 
made to the Development Loan Fund. The $3 billion represents only 
those proposals which on their face appeared to be of the type eligible 
for Development Loan Fund financing and could only be disposed of 
either favorably or unfavorably after more intensive consideration. 

This $3 billion in proposals taken under consideration excludes an 
indeterminable amount received orally or in writing over the past 16 
months. It excludes, for example, over $900 million in written in- 
quiries and applications rejected in the 9;month period July 1958 
to March 1959, because they clearly did not meet the Development 
Loan Fund criteria. 

Out of the more than $3 billion in proposals taken under con- 
sideration, almost $875 million were later withdrawn, transferred to 
other interested banking institutions, or found after further investiga- 
tion to be inappropriate for Development Loan Fund financing. As 
of the end of March, about $698 million of the total had been com- 
mitted for specific loans, leaving a balance of more than $1.4 billion 
in screened proposals still under consideration. 


LOAN COMMITMENTS OF DLF 


The $698 million in loan commitments made thus far utilizes virtual- 
ly all of the $700 million originally made available to the Development 
Loan Fund in fiscal years 1958 and 1959. With the appropriation of 
$150 million of supplemental funds for this year, we can now move 
ahead rapidly on high priority projects which have been held up await- 
ing this action. Our loan commitments represent financing for 
specific, sound projects and programs. As Chairman of the Board of 
Directors, I have gone over each commitment together with my col- 
leagues on the Board—the Chairman of the Board of Directors of the 
Export-Import Bank; the U.S. Executive Director of the IBRD, who 
is also an Assistant Secretary of the Treasury; the Director of the 
International Cooperation Administration, and the Managing Direc- 
tor of the Fund. The Board has approved each loan. I am satisfied 
that each commitment is technically, economically, and financially 
sound and will contribute to economic growth. 

We have made loans for roads, power generation and transmission, 
port facilities, railways, telecommunications, irrigation, and other 
types of economic overhead facilities. We are also financing cement 
and fertilizer plants, jute mills, a pulp factory, a sugar mill and other 
manufacturing enterprises. The lending resources of several well- 
established, well-run local development banks have also been en- 
larged to enable them to promote more actively investment by small 
entrepreneurs, 

You can obtain a flavor of the variety and worth of the 78 loans 
approved thus far from the individual descriptions on pages 27 to 
63 of the presentation book. The largest part of our resources, 36 
percent or $250 million, has gone into the critical area of south Asia, 





| 





ok 
n- 
ril 
- 
L 

D 
of 


an 
16 
n- 
58 
nt 


mn- 


ra- 
As 


on 


al- 
nt 


ve 
it- 
for | 


ol- 
‘he 


he 
aC- 


lly | 


on, 
ler 
ont 
1er 
sl]. 
an- 
all 


ins 


1a, 


MUTUAL SECURITY ACT OF 1959 1237 


primarily India and Pakistan. In other regions you will see, for ex- 
ample, that we have committed $63 million in Latin America for 
urgent projects, and we hope to give Latin America increasing atten- 
tion through this and through other means, including particularly 
the proposed Inter-American Development Bank. 


OPERATIONAL PROBLEMS OF DLF 


In short, the Development Loan Fund, a product in no small meas- 
ure of this committee’s searching examination of foreign assistance a 
short 2 years ago, is now a functioning lending institution. It is a 
going concern operating efficiently and effectively; during the past 
year, it has made loans at about the same rate as the World Bank and 
the Export-Import Bank. Its small staff of about 70 is operating 
under streamlined businesslike procedures. 

There are, of course, going to be growing problems of an opera- 
tional nature. We expect that the Development Loan Fund will de- 
vote an increasingly greater portion of its time to overseeing the way 
in which its loans are carried out, a function which, we understand, 
occupies substantially more than 60 percent of the staff time of com- 
parable institutions. 

But the full impact of the 78 loans approved in 36 countries is still 
to come. Activity during the past 15 months or so have constituted 
a good beginning, but only when factories begin to hum, irrigation 
canals are opened, and powerplants are functioning—events several 
years in the future—will actual economic growth be felt. 


FULBRIGHT PROPOSAL FOR 5-YEAR AUTHORIZATION FOR FUNDS FOR DLF 


An essential element in the effective use of the Development Loan 
Fund is an adequate measure of continuity. Without assurances that 
funds will be available over a period of years the Development Loan 
Fund cannot realize its full potential in promoting sound develop- 
ment planning. It is also difficult to work with international lending 
institutions in the absence of continuity. 

When I met with this committee on May 4, we discussed your pro- 
posal, Mr. Chairman, for a 5-year authorization of funds for the De- 
velopment Loan Fund. I found myself for once in the novel position 
of asking for less funds this year than several members of the com- 
mittee were proposing. I outlined the reasons why the executive 
branch, though strongly supporting the idea of continuity and long- 
term capitalization for the Development Loan Fund, had concluded 
not to request such authority this year. 

I concluded by indicating that the Department of State intends to 
submit for the consideration by the President next fall a proposal for 
the long-term financing of the Development Loan Fund beginning in 
fiscal year 1961. You asked me, Mr. Chairman, to consult in the ex- 
ecutive branch and advise you by the end of these hearings whether 
the executive branch had any further views regarding your proposal 
to place the Development Loan Fund on a 5-year basis. 

‘ : have looked into this question as you requested and can report as 
ollows: 
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DEPARTMENT OF STATE POSITION ON FULBRIGHT PROPOSAL 


1. The executive branch strongly supports—and I wish to reempha- 
size my previous statement on this point—the principle of multiyear 
capitalization with all its advantages of better planning and more 
efficient operation. 

2. For the reasons I have outlined, we do not feel it appropriate to 
advance a recommendation of our own for a longer term capitaliza- 
tion this year, although, as I said before, the Department of State 
will recommend such legislation to the President next fall. 

3. The executive branch has not yet arrived at a firm determination 
as to the proper amounts at which multiyear capitalization should be 
set. We think the annual amounts which you propose may be a little 
large for the next year or two, but that they may be about right a few 
years from now. We see no objection to having a ceiling for annual 
commitments in figures of the general magnitude you have proposed, 
but we believe there should be no requirement to commit such a figure 
each year, or to commit the full total in 5 years or in any other 
specified period. We believe that funds made available in any year 
but not committed should continue to be available in future years, even 
beyond the full period involved. 

4. As to the form of financing: While it is true that 2 years ago we 
recommended borrowing authority such as you now propose, and that 
the Congress refused such authority, the fiscal agencies of the execu- 
tive branch have since generally gone on record in favor of financing 
operations such as this through the appropriations process. 

5. Finally, you have asked what the attitude of the executive branch 
would be if the Congress should enact the legislation which you have 
proposed. Since the ultimate form of such legislation cannot now be 
clearly known, I can only say that the President—as he has often 
stated in other cases—would defer his final judgment until the legisla- 
tion was actually before him at which time he would make his decision 
after full consideration of all the factors involved. 


CONTINUATION OF DLF IN NATIONAL INTEREST 


Meanwhile, the $700 million in new capital which we are now re- 
questing is the barest minimum needed in advancing our objectives in 
the less developed areas. It will permit the Development Loan Fund 
to continue lending only at about the same rate that it has maintained 
during its first year of active operations. It represents less than one- 
sixth of 1 percent of our gross national product. Past. experience is 
one measure of the need. In 1957, 1958, many of these countries 
showed no appreciable increase in incomes per person. In some cases, 
overall growth was more than eaten up by population increases. Dur- 
ing these years, the impact of previous development assistance pro- 
grams undertaken by the United States was being felt. 

These investment activities which were undertaken prior to the 
establishment of the Development Loan Fund averaged somewhat 
more than $400 million per year. The results confirm that an accept- 
able rate of progress will require considerably more than a $400 
million rate of U.S. development assistance. 

I cannot emphasize too strongly the importance of this request to 
the long-range interests of the United States. The mutual security 
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program must deal with the deep social and economic undercurrents 
now shaping the future of the world beyond our borders. It must 
help to present an affirmative, positive image of the United States to 
the entire underdeveloped world. It must look ahead to the emerging 
conditions that will affect the U.S. interests in the years to come. 

The Development Loan Fund can be a major instrument to these 
ends. Whether it will, depends at this point in history on whether our 
Nation in order to insure its own future is prepared to invest today 
in tomorrow’s world of interdependent peoples and nations. 

Mr. Chairman and members of the committee, this concludes the 
formal testimony of the executive branch. Mr. McIntosh and I are, 
of course, ready to answer any questions you may have on the Devel- 
opment Loan Fund. 

I also hope that you will use this occasion to raise questions you 
may have on any other matter involved in this bill. 

I have brought back with me representatives of ICA and Defense 
so that there may be a full discussion of any and all aspects of the 
bill at this final meeting. 


EXECUTIVE BRANCH REQUESTS ARE BARE MINIMUMS 


In summary, I think it is fair to say, Mr. Chairman, that in these 
presentation books, in testimony, and in written responses to your 
questions, we have tried to tell you frankly and fully the content of 
the various parts of this mutual security program and the factors and 
reasoning which lead us to assert to you that in our opinion these 
programs are necessary to the national interest in the amounts we are 
requesting. 

We are deeply concerned that these amounts may shave the mini- 
mum too closely. We know that we cannot predict 18 months ahead 
with complete accuracy in making these programs. We are conscious 
that the highly qualified members of the Draper Committee who 
studied this program only this winter—after it had been prepared by 
the executive branch—concluded that the military program falls short 
of the need by $400 million and that the economic program is a bare 
minimum which should be increased, at least in the Development Loan 
Fund, next year. 

I feel from what has been said by a number of members of this 
committee that you agree that $700 million asked for the Development 
Loan Fund is certainly no more than the bare minimum. I appreciate 
this support and encouragement. At the same time, I want to be 
clear that I believe the military assistance request of $1.6 billion is 
also a figure which cannot wisely be reduced and could wisely be in- 
creased. The cushion which once existed in the pipeline of materiel 
is now substantially gone and the maintenance of the positions of 
defense and general security we believe necessary now depends on 
new funds. 

Defense support and special assistance have been carefully com- 
puted for each country for which they are programed, and the author- 
izations we request are the totals for these individual computations. 

I want to underscore this point. We fully respect the right and 
duty of this committee to reach its own conclusions on the authoriza- 
tions requested. However, we sincerely hope that you will not con- 
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sider any reductions in these categories of the program, which are not 
based on specific judgments as to one or more individual country 
programs. 

Therefore, as I said in my first statement to you on May 4, if you 
have any doubts as to any particular element of this program on 
which you feel the testimony has not been adequate or convincing, 
I hope you will raise that matter now and give us the opportunity 
of stating the case to you as we believe it to be. 

The Carman. Thank you, Mr. Dillon. 

Mr. McIntosh, do you wish to make a statement now, or is your 
statement largely an elaboration of Mr. Dillon’s? 

Mr. McInrosu. Yes, it is, and I would like to submit it for the 
record. 

The CHatrmMan. Do you wish to make an impromptu statement? 

Mr. McIntosu. No, other than that I am here for the purpose of 
supplementing Secretary Dillon’s testimony, and I would like to sub- 
mit my statement for the record. 

(The prepared statement of Mr. McIntosh is as follows :) 


STATEMENT OF Hon. DEMPSTER MCINTOSH, MANAGING DIRECTOR OF THE DEVELOP- 
MENT LOAN FUND 


I welcome this opportunity, as Managing Director of the Development Loan 
Fund, to appear before you today. I propose to supplement Secretary Dillon’s 
remarks by detailing the organizational arrangements, the operational proce- 
dures of the Development Loan Fund and some of the loan operations undertaken 
in the past year. 

I shall refer frequently during my statement to the red-covered presentation 
book before you entitled “Development Loan Fund.” This book provides, on an 
entirely unclassified basis, through text and charts, a comprehensive picture of 
our operations through April 30, 1959, and estimates of our future requirements. 
It is submitted in support of our request for $700 million of additional capital for 
fiscal year 1960. 

The Development Loan Fund, established in 1957 and made an independent 
corporation by the Mutual Security Act of 1958, has developed an effective 
organization for carrying out its responsibilities in the field of foreign aid 
operations. 


ORGANIZATION—-THE BOARD OF DIRECTORS AND THE STAFF 


The Development Loan Fund is managed by a Board of Directors, which is 
shown in the chart on page 13 of the presentation book. The Board acts subject 
to the foreign policy guidance of the Secretary of State. 

The review and processing of loan applications for action by the Board of 
Directors is carried on by the staff of the Development Loan Fund. This staff 
is headed by myself, as the Managing Director. Other principal officers head- 
ing organizational units are the Deputy Managing Director for Finance and 
Development, concerned with general policy and financial problems, the Deputy 
Managing Director for Loan Operations, concerned with the examination of 
recommendations on specific loans and the implementation of approved loans, 
the General Counsel, providing legal advice, and the Corporation Secretary, per- 
forming housekeeping and other functions normally associated with that position. 

Altogether our staff consists of 68 persons, of whom 35 are in the officer cate- 
gory and 33 are secretarial and clerical personnel. All of our personnel are 
located in Washington. We have no personnel on permanent duty abroad. For 
our overseas representation we rely on the personnel of the United States Oper- 
ations Missions and our Embassies abroad, together with frequent trips to 
borrowing countries by our staff personnel. 

The key staff level personnel in the Development Loan Fund are our loan 
officers. These people, drawing upon the necessary additional expert advice of 
economists, engineers, and lawyers, have the day-to-day responsibility of ex- 
amining loan applications to determine their economic feasibility and technical 
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soundness, preparing appropriate recommendations for the Board of Directors, 
negotiating loan agreements and following the implementation of approved loans. 
Engineering is also a key phase of our work. For the past year, the Develop- 
ment Loan Fund has utilized the engineering services of ICA in the review of 
incoming applications for loans. For the future some increase in the DLF tech- 
nical staff may be desirable together with greater use of outside consultants. 


LIAISON WITH OTHER AGENCIES AND PRIVATE INVESTORS 


I believe we have a very capable staff. In little more than a year of active 
operations it had done the staff work needed for approving almost $700 million 
of loans. However, its ability to do this work has been dependent upon the close 
relationships maintained with other agencies of the U.S. Government concerned 
with our foreign economic operations. In the processing of loan applications, 
our staff has continuously consulted the staff personnel of agencies represented 
on our Board—State, ICA, Eximbank, and Treasury. In addition, we have uti- 
lized the services of other agencies such as the Departments of Agriculture, 
Commerce, and Interior, in the examination of technical and other problems with- 
in their purview. Our staff also maintains close contact with the International 
Bank for Reconstruction and Development and the International Finance Corpo- 
ration. To assure that we are not financing projects which might be of interest 
for private investors, we have established contacts with investment houses and 
banks interested in overseas development through the use of private resources. 


OPERATIONAL PROCEDURES 


The Development Loan Fund makes loans only for specific, sound projects. 
Loans are made only on the basis of firm commitments by the borrower to repay 
and upon a finding that there are reasonable prospects for repayments. To make 
such determinations we act as follows: 

(1) The potential borrower submits an application describing the nature and 
location of the project for which a loan is sought, the purposes of the proposed 
loan, the items to be financed, the total cost of the activity, the relationship of the 
project to the development of the country, the amount of the loan request, and 
a description of efforts to obtain financing from other sources. 

(2) The DLF staff examines the project to determine its eligibility for DLF 
financing, taking into account such criteria as the contribution of the proposed 
activity to the growth of the borrower’s country, the economic and technical 
soundness of the activity, the availability of other sources of finance, and its 
possible adverse effect upon the economy of the United States. 

(3) If the proposal passes the preliminary review, which includes checking 
to determine whether financing is available from private sources, the Export- 
Import Bank, the IBRD or the IFC, a decision is made to subject it to inten- 
sive review and evaluation. 

(4) Intensive review and evaluation entails detailed study of a project’s 
economic aspects and technical details. Views of experts in other agencies of the 
U.S. Government are sought. Comments are sought from our missions overseas. 
Usually the applicant is required to submit more detailed data. 

For example, in considering an application for the construction or expansion 
of a cement plant, we make certain that there is a market for the cement, that 
the required raw materials are available locally, that the plant is being erected 
in the logical place, that the borrower is making a reasonable equity investment 
of his own, that there will be proper management and finally that the enterprise 
will be successful and of economic benefit to the country. 

(5) Upon completion of intensive evaluation, the DLF staff submits a memo- 
randum to the Board of Directors recommending approval, supported by appro- 
priate justification and documentation. The Board may approve, disapprove, 
or refer a project memorandum back to the staff for further study. If the Board 
approves the loan, this decision is incorporated in a formal resolution adopted 
by the Board. 

(6) After Board approval, the loan is submitted for the advice of the National 
Advisory Council on International Monetary and Financial Problems. 

(7) Following NAC action, a letter of advice is sent to the applicant, inform- 
ing him of approval of his application and the terms and conditions on which it 
is proposed to extend a loan. This action, pledging the word of the United States 
to make the loan on the conditions set forth, constitutes an effective obligation. 

(8) A loan agreement, tailored to the project, is drafted on the basis of the 
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Board action and negotiated with the borrower. Implementation is governed 
by the loan agreement. 

(9) The DLF staff works with the borrower on the implementation of the 
loan. Implementation is a complex task but one which is essential for the 
success of the loan operation. Implementation involves such varied work as 
the approval of detailed specifications developed by the borrower for use in the 
placement of tenders, the examination of bids, and the procurement of equip- 
ment. In addition, there are problems of assuring that the equipment and com- 
modities required for the project are used for the purposes envisaged in the 
initial loan application, and the submission of reports by the borrower on the 
progress of construction of his project. Finally, there is the difficulty of the 
development of procedures to be followed by the borrower in obtaining the dis- 
bursement of funds from the Development Loan Fund. 

I should like to stress that in our operational procedure, we endeavor to avoid 
prematurely tying up our funds against projects whose implementation is some 
time in the distant future. Each of our loans is generally made for a specific 
project and only after the necessary engineering detail has been accomplished to 
our satisfaction by the borrower. This often involves the borrower’s coming to 
Washington, together with his technical personnel, and sitting down with us in 
an effort to resolve any problems which are delaying moving forward with a par- 
ticular application. You will also note that by relying upon the project approach 
our loans are made in response to specific requests on the part of the borrower. 
There is no effort on our side of suggesting that the borrower undertake a 
specific project in which he may have little or no interest. We have found that 
these procedures, which we have developed in the past year and are continually 
trying to perfect, make for a businesslike approach to the use of our available 
loan capital. We believe that these are procedures which are satisfactory to 
both the borrower and the lender and have the happy effect of causing applicants 
in the underdeveloped areas to think through many of their problems with the 
result that the final activity is economically sound and technically feasible. 


OPERATIONAL RESULTS 


Utilizing the organizational arrangements and operational procedures I have 
described, the Development Loan Fund had, as of April 30, 1959, made loan 
commitments totaling $697,906,000. These commitments involve 78 loans in 36 
countries. The chart on page 3 of the presentation book shows our loan com- 
mitments as of April 30, 1959, indicating that the Far East has obtained 24 
percent of our loans, South Asia 36 percent and the Near East 19 percent. The 
remaining 21 percent of our loans have been made in Latin America, Europe, 
and Africa. On page 20 of the presentation book, there is a table indicating 
the functional categories in which our loan commitments had been made as of 
April 30, 1959. It can be seen from this table that over half of our loan com- 
mitments were for basic facilities in the fields of transportation, communica- 
tions, and power. The remainder of our loans have been in the fields of in- 
dustry, food and agriculture, mining, water supply and sewage, and community 
improvement. 

About one-third of our loans are for the direct benefit of private enterprise in 
the lessleveloped area. Loans totaling $92 million have been made directly 
to private borrowers; another $157 million has been in loans to governments to 
provide resources for purchasing equipment needed by local private industry. 
We attach especial importance to assisting in the growth of private enterprise 
abroad and believe we have made an important start in this endeavor. 

Receipts on interest and guarantee fees on DLF loans are now beginning to 
acerne. To date these total the equivalent of $477,000 in both dollars and loeal 
eurrency. By the end of fiscal year 1960 we estimate, based on our assumptions 
of disbursements, that collections of interest and fees will probably total about 
$8.4 million and principal repayments about $1.5 million. These dollar and 
local currency funds become a part of DLF’s capital available for relending for 
economic development. In addition, authority is being requested to make avail- 
able to the DLF, after the administrative needs of other agencies are met, the 
local currency repayments under mutual security loans concluded since 1954. 
It is now estimated that in fiscal year 1960 such repayments will total about 
$10 million. Being local currency proceeds, however, these accruals and our 
own earnings, also mostly in local currency, cannot. be used as a substitute for 
foreign exchange Josns. For such loans we must rely on additions by the 
Congress to our capital. Fiscal year 1960, however, should see us start the 
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effective utilization of the earnings from our earlier loans and the initiation of 
the first phase of the DLF becoming a revolving loan fund. 


EXAMPLES OF LOANS 


In our loan operations we utilize various techniques, all indicative of the 
flexibility of the Development Loan Fund as an instrument of our foreign policy 
for the furtherance of long-term growth. Three examples from our past opera- 
tions will illustrate the adaptability of the Fund to differing situations. 

Joint operations.—First, there is what we call the joint operation, involving 
the extension of a loan or loans by the DLF in conjunction with other lending 
institutions or countries. 

India is a good example of such a joint operation. Last year the DLF pro- 
vided $175 million of loan financing for the Indian development effort in con- 
junction with credits to India extended by the Export-Import Bank, the IBRD, 
and the Government of the United Kingdom, Germany, Japan, and Canada. 
A somewhat similar joint operation was also undertaken last year in connection 
with Turkey. 7 

In Thailand, the Development Loan Fund joined with the Export-Import 
Bank in extending loans for power development in that country. The Export- 
Import Bank made a loan of approximately $14 million for a thermal power 
installation while the DLF made a loan of $20 million for a power distribution 
system. Both loans together make possible a comprehensive project involving 
power generation and distribution in and around Bangkok. 

Use of loan guarantee.—ASs a second example, let me cite a case where the 
DLF used the guarantee authorized by Congress. The DLF made a direct loan 
of $2 million to expand shipyard facilities in Taiwan. In addition, it guaranteed, 
for a fee, a $4,500,000 loan by the Bank of America and the Marine Midland 
Bank for a construction loan for ship construction by this yard. This guarantee 
made possible the use of private funds in assisting the growth of the economy 
of an underdeveloped country. 

Loan for economic diversification—My third example is a loan in Guatemala 
for assisting small private enterprises to play an important role in developing 
the economy of that country. Guatemala is a country which has been hard hit 
by the depressed state of the coffee market. This has contributed to unrest and 
considerable Communist activity in Guatemala. The country has, however, one 
resource which so far has gone largely undeveloped. It contains the only area 
in this hemisphere where the higher-yielding types of rubber trees can grow 
without being stricken by blight. 

The Development Loan Fund is loaning $5 million, repayable in 12 years in 
U.S. dollars at 5% percent interest, which will be reloaned to small private 
investors to cover the foreign exchange costs of procuring certain equipment, 
materials, and services from outside their country. 

In time, rubber exports should earn about $30 million in foreign exchange 
for Guatemala. In addition, it will supply raw rubber for a Guatemalan tire 
factory which now must import its rubber, and thus will save further foreign 
exchange. 

FUTURE OPERATIONAL CAPACITY 


In little more than a year of active operation, we have demonstrated the 
capacity to perform the function the Congress has assigned. We have developed 
the organization and are perfecting the operational techniques required of an 
institution designed to be the principal instrument of the U.S. Government 
charged with realizing the mutual security program objective of economic growth 
in the underdeveloped areas. 

We have exhausted the $300 million of capital resources appropriated for use 
beginning in fiscal year 1958 and the $400 million appropriated for use com- 
mencing in fiscal year 1959, a total of $700 million. To permit us to continue 
operations for the remainder of fiscal year 1959 Congress has provided a sup- 
plemental appropriation of $150 million. This supplemental appropriation will 
permit us to continue to make loans for essential projects until additional re- 
sources are appropriated. For fiscal year 1960 we are requesting $700 million. 
Such resources would permit us to continue earnest consideration of the ap- 
proximately $1.4 billion of loan applications we have on hand, as well as ad- 
ditional ones continuously being submitted from the critical underdeveloped 
areas of the free world where the need for accelerated growth is the greatest. 
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The trend chart on page 2 indicates the volume of applications we have re. 
ceived, those under consideration, and those for which loans have been ex. 
tended. You will note that the rate of increase in applications being received 
has declined. We believe that this relates to a large extent to the availability 
of resources for the Development Loan Fund. Applicants hesitate to submit 
requests for loans when there is doubt in their minds that the lending institu- 
tion with which they are dealing will have no resources against which to con- 
sider their request. We believe that this factor underscores the need for con- 
tinuity in our appropriations. 


COMMITMENTS AND OBLIGATIONS 


I should like to clarify two points regarding the availability of funds to the 
DLF. It has been said that since the DLF has only expended a very small por- 
tion of its appropriations, $41 million out of $700 million, there is no need as 
yet for further appropriations. Such statements totally ignore the fundamental 
nature of the DLF. The DLF finances projects. When it makes a loan it com- 
mits sufficient funds to carry the project to completion. Development projects 
take time to construct. On the average, World Bank projects have taken 3 to 4 
years to complete. The DLF projects are similar in nature. We can expect to 
spend about 10 to 15 percent of the funds allotted to each project during the 
first year after a loan agreement is signed and the rest over the remainder of the 
8- to 4-year period. This has been the experience of the World Bank and the 
Export-Import Bank in the development field. This means that when fully un- 
derway the Development Loan Fund can expect to have a pipeline of unex- 
pended funds equivalent to about 2 full years of operations. Once a commit- 
ment is made, the funds are set aside for the particular project and are un- 
available for other uses. Therefore, the unexpended funds of the DLF have no 
connection with its ability to undertake new projects. That ability is measured 
solely by the amount of uncommitted funds. 

Here again there has been some confusion as to when funds are actually com- 
mitted and become unavailable for other uses. The commitment process used by 
the DLF is identical to that used by the Export-Import Bank for many years. It 
is a tried-and-true procedure. It starts with the approval of a loan by the DLF 
Board of Directors. Once a loan has been approved by the Board it is submitted 
to the National Advisory Council for its advice and when that advice is re 
ceived, a formal letter of commitment is given to the prospective borrower. This 
generally occurs within 2 weeks of Board action and this constitutes the pledged 
word of the United States. At this point the U.S. commitment to make the loan 
is publicly announced in the country of the borrower. At this point our funds 
are committed and are unavailable for any other use. As the Director of the 
Bureau of the Budget stated in his recommendation on our recent supplemental 
appropriation request our funds are, in effect, obligated at this point. The final 
step in the process is the working out of a detailed loan agreement. While it is 
only when this detailed loan agreement is signed that all the legal formalities of 
obligation are fully completed, the commitment by the United States runs from 
the date when its written word is given to the borrower. After this date the only 
circumstance in which the funds would revert to the DLF for other use would 
be if the prospective borrower, for one reason or another, decided not to accept 
the loan. Thus the need for the funds requested for fiscal year 1960 is directly 
related to the sums publicly committed by the Fund rather than to expenditures 
or to the number of detailed loan agreements which have been signed. 


FUTURE ADMINISTRATIVE NEEDS 


Our past record is indicative of our capacity to handle the extension of a large 
volume of loans. While extending new loans we must give continued attention 
to the implementation of loans previously approved. This means greater de- 
mands on our staff which can be met only through an increase in our existing 
personnel strength. Last year, Congress limited our administrative expenses to 
$1,250,000. For the coming year, we estimate such expenses at $2,050,000 and are 
requesting this amount as a limitation. This will enable us to increase our staff 
to 103 persons—primarily loan officers, lawyers, and engineers. 

We are requesting also an amendment to section 205 to provide for one addi- 
tional senior officer on our staff who may be compensated at a rate not in excess 
of $18,000 a year. I believe this is essential to insure obtaining key personnel of 
sufficient stature and experience to carry out effectively DLF’s responsibilities. 
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Finally, I should like to refer to a legislative amendment we are requesting 
regarding the administration of our loans. The present legislation assigns to 
the Export-Import Bank responsibilities for such administration. We now 
propose to delete these provisions. For carrying out these provisions, it has been 
arranged by mutual agreement of ICA, Export-Import Bank, and the Develop- 
ment Loan Fund that the facilities of ICA are to be utilized for the performance 
of the services of accounting, collections, and auditing in connection with these 
loans—services related to other services (such as procurement analysis and dis- 
pursement) which ICA performs for the Development Loan Fund and which 
ean be performed by the same staff. By utilizing the existing facilities of ICA, 
any necessity for establishing new facilities in the Export-Import Bank and em- 
ploying duplicate staff has been avoided. With the consent of all agencies 
concerned, the amendment will eliminate the mandatory requirement that Ex- 
port-Import Bank bear responsibility in connection with these functions and 
will provide a more clear and flexible basis on which these agencies can work 
out arrangements for the performance of the various services involved in ad- 
ministering Fund loans. The permissive authorities in sections 505(b) and 522 
of the act will permit Export-Import Bank services to be utilized as may be 
mutually deemed appropriate in connection with the administration of Fund 
loans. 

In summary, then, the Development Loan Fund has become a major lending 
institution which has proven its ability to process loan applications at the rate of 
$700 million or more a year. It has launched an active program which gives 
every prospect of attaining the purposes for which it was established. It has 
attracted a large and growing body of applications from the area it is expected 
to assist. It has aroused hopes and encouraged economic development planning 
and programing in many free underdeveloped countries which are struggling to 
maintain their freedom. And, as Secretary Dillon has said, it is playing a vital 
role in the foreign policy of the United States. 


FINANCING OF DLF 


The Cuatrman. Mr. Dillon, there are one of two points I find very 
puzzling. 

Do I understand that the administration is recommending that we 
not follow the public debt procedure of financing the Development 
Loan Fund, but have the money appropriated ? 

Mr. Ditton. I was not able to get a recommendation or a firm de- 
cision on what we would recommend at this time, but I was, as stated 
there, advised of the fact that the fiscal agencies of the Government, 
that is, the Bureau of the Budget and the Department of the Treasury, 
have stated on a number of occasions 2 years ago that it was their 
opinion that all financing of the nature of what this is should gen- 
erally be handled through the appropriations process. They are 
proposing to handle the Inter-Ameri ican Bank that way, for instance. 

The Cuarrman. I know, but that is a very different operation from 
the Development Loan Fund. 

The point I wish to make is that, on the one hand, you strongly 
emphasize that you think it is important we have continuity, long- 
term continuity ; is that right ? 

Mr. Dizon. That is correct. 

The Carman. That is utterly inconsistent with an annual ap- 
propriation. 

Mr. Ditton. Well, I didn’t mean to imply there would have to be 
an annual appropriation. 

The Cuarrman. You don’t think you are going to get a large single 
appropriation, do you? 

{r. Ditton. It would be possible to get a long-term appropriation 
with a limit on the amount to be spent each year. That would be one 
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way. It would be possible to get contract authority with appropria- 
tions each year to pay for that contracting authority. Various other 
methods are possible. 


HOUSE APPROPRIATIONS COMMITTEE'S ATTITUDE TOWARD DLF 


The CuarrMan. Do you think that would be, for purposes of long- 
term planning, a reliable way to finance this in view of the known 
opposition to this program every year, and in view of the reaction 
to it 2 years ago? These are facts; it is not an opinion as to how 
they will react. 

Just look at the record of what happened in the appropriations of 
foreign aid. This body authorized, as I think you know, two or three 
billion, and it was cut down to $600 million. I don’t know how any 
administrator can make any plans on any such uncertain action. 

Mr. Dron. I don’t know whether there is that much difference 
between the idea of debt financing or of these various other methods 
I mentioned when you take into consideration the House Appropria- 
tions Committee, because it is clear from their past record they would 
be very much opposed to this debt financing route, and they may 
have great authority in the House and may be able to have their 
voice carry. 

The CHarmMan. That is true; I don’t disagree with it at all. We 
have to try to overcome it. 


FINANCING OF LOAN FUND 


Mr. Ditton. We wish to avoid annual appropriations, as I said be- 
fore, and I would like to call your attention, Mr. Chairman, to one 
particular thing in that paragraph on the form of financing. It 
does not purport to give a firm executive branch position. 

The Cuarman. That is what bothers me. I think we ought to have 
a firm position. 

Mr. Ditton. We will have next fall. 

The CHarrmMan. Then you run into an election year. I don’t see 
why you want to delay it. You have had experience; I am-willing, 
so far as I am concerned, to do everything I can this year to help you, 
and I think you have to face this matter. 

We have had in other fields—the RFC worked very well—the other 
type of financing; you wouldn’t have to come back for yearly appro- 
priations. If you have to come back every year you always run into 
trouble with this kind of appropriation. The RFC was finally 
abolished, which was a very great mistake, in my opinion. In the 
foreign relations field, that type of financing is even more vulnerable 
and more difficult. 

If you get the authority for 5 years, then you can plan with some 
assurance. You wouldn’t have any more money. You talk about the 
impact of the money. Everyone has testified it wouldn’t require more 
money in the coming year, and your statement about the use of it 
and the carryover feature I agree with completely, but it seems to me 
this position about financing has within it an inherent contradiction to 
the theory of continuity; I just don’t think you can get continuity 
any other way. You are right back where you were if you have to go 
back to the Congress every year. 
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Mr. Ditton. From an operating point of view, certainly the form 
of financing you propose would be eminently satisfactory. 

The CramMan. I introduced these amendments; I am willing, as 
one member at least, to back them, because I think if we are in this 
program we might as well do it right instead of halfway, but I don’t 
think we will be likely to succeed without the wholehearted support of 
the administration. 

This is a very equivocal position you have expressed, not a very posi- 
tive position, as far as I can see. 


NECESSITY OF LONG-TERM LOAN PROGRAM 


Senator Carenart. For years I have been suggesting that we do two 
things, and one of them has to do with what we are discussing here. 
One of them is that we put all of our foreign military funds in the 
Defense Department budget. 

And secondly, I am 100 percent in accord with the able chairman 
and have said so repeatedly, that the Development Loan Fund and 
all your economic loans ought to be on the same basis as the Export- 
Import Bank or International Bank. We ought to authorize “X” 
amount, not for “X” years, but “.X” amount of money to loan efficiently 
over a period of time, just as we operate the Export- Import Bank. 

If we do both those things, the people would like it better. It 
would be better business. It would make it easier on you, easier on 
the Congress. We would create more good will, and you would solve 
a very troublesome problem that has been always misrepresented. So 
my question is, and you don’t have to answer it, why doesn’t the ad- 
ministration get behind that sort of a program ? 

You don’t need to answer the question. 

Mr. Duton. I think the answer is this: That the fiscal agencies of 
the Government have developed a theory that they like to put all pos- 
sible financing through the appropriations process, and I think if we 
were starting the Export- Import Bank now they would try to get 
that money appropriated. 

Senator Carenarr. You cannot operate a business on that basis. 
You have got to operate a business on a long-term basis. 

Mr. Ditton. I am not the fiscal agencies of the U.S. Government. 

Senator Carenartr. 1 know you are not, and we appreciate that. 

Mr. Ditton. That is my problem. 

Senator Carenart. But my point is, why doesn’t the administra- 
tion like this idea—I don’t know that anyone ever sold the previous 
one, either, on it; I don’t know that they tried—but I don’t think any- 
body has a patent on this in either political party. 

The CuarrmMan. In connection with that, Senator—I have forgotten 
the exact. details—when Congress approved the Marshall plan it was 
more or less a package; it was a 4-year plan, and the administration 
said it would take $16 billion; it was somewhat that. We had that in 
mind when we started, and it worked, and everybody proceeded to plan 
as if we were going to h: ce available that sum of money. 

Senator Carrnarr. I don't see how you can possibly make loans 
on a year-to-year basis in foreign countries when it takes so long to 
process them and to get the fac ts, do the engineering and the study- 
ing. About the time. you are ready to make the loan, after doing a 
good job of studying it, the law has expired. 
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Mr. Ditx0on. We agree with that. 

Senator Carpenart. You start all over. 

Mr. Ditton. We agree with that. 

The CuHarrman. I submit, you don’t always get this kind of bi- 
partisan support, and I suggest the administration ought to take 
advantage of it. 

Mr. Diti0n. Of course, we did make this exact recommendation our- 
selves 2 years ago, as I recall. 

The CHarrMaANn. Almost the same. That is one reason why I 
thought the administration would come forth with all its heart. 

Senator CareHart. Will the Senator yield ? 

When you are forced to make loans within a 1-year period on this 
sort of thing, you invite inefficiency. Because they have a deadline, 
what do they do; do they hurry it along, do they delay it? If they 
had sufficient time to say, “Well, we can make this loan this year; 
we can make it next year;” they can say to the man they are doing busi- 
ness with, “You get us the information we want because we can sit 
here for a couple of years and wait until you get it.” And if they have 
to do it within a year, because the appropriation or authorization will 
run out, it invites inefliciency. 

Mr. Ditton. We fully agree with that in the executive branch. 
Everything you say we fully agree with. 


NEED FOR KNOWING PRESIDENT’S VIEWS ON LOAN FUND FINANCING 


The CHairman. But you are not willing to say, “We will back you 
and support you if you initiate this proposal. 

Mr. Ditton. I am not able as of today to make that statement thus 
far because there is a difference of view as far as the fiscal agencies of 
the Government are concerned, 

The Cuarrman. But the President must reconcile that difference. 
If I can interpret what you say, the State Department believes in 
what the Senator from Indiana says and what I say, the Treasury 
doesn’t, and here is the President. Why doesn’t the President say, 
“T either go with the Treasury in which case we will forget the mat- 
ter,” or “I go with the State Department and we will get in behind it 
and try to fight it through.” 

It seems to me that is what he is for. He has to resolve this. 

Mr. Ditton. If this committee makes such a decision, I think that 
we will have to make that decision. 

The CHarrMaNn. Before the committee starts writing up this bill, 
I would like to know what the President is going to do about it. 

Senator Carenart. What is the total amount of the authorization 
for the Development Loan Fund to date? 

The Cuatrman. $700 million this year. 

Mr. Dutton. Today $850 million. 

Senator Carpenart. $850 million since its inception, and you are ask- 
ing for $700 million, which is $1.5 billion. 

Mr. Ditton. That is right. 

Senator Caprenart. $700 million for this year. How much do you 
have left over? 

Mr. Ditton. We have nothing except what we got from the supple- 
mental which is $150 million, and we have already taken action in 
our loan committee to approve about $50 million worth of loans. 
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Senator CapeHart. Wouldn’t it be better if you, for example, had 
a $3 billion authorization ¢ 

Mr. Dron. Well, we accept the figure. 

Senator Caprnarr. Such as the Export-Import Bank has? 

Mr. Dixon. We accept the figures such as the chairman proposed, 
so long as it is not tied to a year to year. 

The Cuairman. They didn’t object to that, and they wouldn’t have 
to spend it. It is a ceiling. 


PLACING MILITARY ASSISTANCE PROGRAM IN DEFENSE DEPARTMENT BUDGET 


Would it make any difference to the administration if we should 
couple these amendments with an amendment putting the military 
assistance program of $1.6 billion into Defense? Would that make 
any difference at all? 

Mr. Dixon. I think they are two separate—— 

The Cuarrman. They are separate. I wondered if it would make 
any difference on the attitude as to the feasibility or acceptability by 
the Congress. I take part of your statement to mean that you feel 
that you are running a big risk in the other body, which has been very 
tough to you one or two ‘times, and leave the possible inference that 
you might like more but you thought this was all you could get. I 
don’t deny that it is a very serious matter. 

I am wondering whether or not a separation of the military would 
make what remains in the economic assistance program more 
palatable. In general, has that thought ev er occurred to you? 

Mr. Ditton. That is a tactical problem of relations in the House. 

The Cuarrman. The Senator from Indiana for years has advocated 
separation, and of course, this committee recommended it—last year, 
wasn’t it, or the year before? 

Senator Carenarr. Yes. 

(Discussion off the record. ) 

The Cuatrman. Do you feel you have means of assuring a sufficient 
influence in this matter ? 

Mr. Ditton. At present we have. It hasn’t worked perfectly, but 
I think we have the means and we are improving our relationships all 
the time, and I think under a transfer provisions could be made that 
would give us that. This whole thing 1s under discussion now in the 
Draper committee, which was specifically asked to study this and 
make a recommendation, and they have been studying it in great de- 
tail for 2 or 8 months, and I w ould expect that they have a rather de- 
tailed recommendation in the near future, certainly sometime next 
month. 


USE OF MILITARY PERSONNEL FOR ECONOMIC DEVELOPMENT PURPOSES 


The Cuarmman. Another aspect of that, before I get off of it—Mr. 
Shuff of the Defense Department gave us a rather ‘interesting state- 
ment the other day about the use of some of the military assistance 
funds for engineering type of assistance, such as road building, sew- 
age, community improvement, and various facilities of that kind. 

Do you think there is any way by which this bill in the authoriza- 
tion can encourage military personnel abroad to engage in these activi- 
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ties which are done in this country by the military under the Army 
Engineers. They do a tremendous amount of good in this country 
that way, and the thought appealed to me gre¢ atly that if this emphasis 
could be given to the military program, it would be very beneficial. 

Mr. Ditton. We, in the State Department, including the ICA, have 
been strongly in favor of the maximum use of the loc ‘al military forces 
for engineering construction and such economic development pur- 
poses, and the Defense Department has cooperated very well with that, 
and we have been able to have that done in a number of places where 
they felt it did not interfere with the primary military mission. 

Of course, taking the extreme, it is pretty hard to have the garrison 
on Quemoy do much of that sort of thing. Whether it is “feasible 
depends on this particular situation. 

The Crarrman. I had particular reference to Latin America and 
to these new countries of Africa. Would you support that? 

Mr. Ditton. Very much so. We have done it in Latin America and 
we have also done it in southeast Asia, and I would think that the 
administration would welcome an expression of opinion by this com- 
mittee that this was something they thought proper and good, because 
it would give us further confidence that what we have "been sort of 
trying to ‘do here was the right thing and had the approval of this 
committee. It would be very helpful. 


FINANCING OF DLF ON ANNUAL APPROPRIATION BASIS 


The Cuarrman. I will desist and let my colleagues question with 
this further thought : 

I think the heart of this matter is the question of how to finance 
the Development Loan Fund. 

I have noticed some of the most active opponents of the program 
as a whole are also the strongest leaders of the proposal to have an 
annual appropriation. They hope to eliminate the program, and one 
of the principal arguments that they make in favor of annual appro- 
priations is that this is the w ay to get rid of it. Each year they hope 
the next year they will get rid of it. 

The Senator from Massachusetts would like to ask questions. 


LOANS OF INDUSTRIALIZED NATIONS TO UNDERDEVELOPED COUNTRIES 


Senator Kennepy. Mr. Dillon, you made same reference in your 
statement to what had been done by Germany and Canada. On page 
2 of your statement : 


Germany has made very substantial contributions. 


Are those Government or Government bank loans or individual 
loans to Turkey, India, and Greece ? 

Mr. Ditton. Those are, I think—we will give you a statement con- 
firming this—but it is my understanding that these are usually gov- 
ernment credits to guarantee loans through individual corporations. 

Senator Kennepy. Are these loans made at a very high rate of in- 
terest, most of them—as in the case of Germany—with rather limited 
time repayment schedules ¢ 

Mr. Dixon. I think they aren’t as long as ours. They are 5.5, 6 
percent, I think; I think about 6 percent, something like that, which 
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1 think is somewhat higher than ours, not much higher, about like 
the World Bank, and I think they are in general shorter in term than 
ours, but I think they run 7 or 8 years; something like that. 

Senator Kennepy. Seven or eight years. 

Isn’t it a fact that in the case of India there is going to be a rather 
heavy repayment schedule due on World Bank loans and on German 
loans as well as Colombo plan loans—in the case of Germany in the 
early sixties ? 

Mr. Ditton. We have rescheduled—that was part of the thing last 
year that the Germans did. ‘Their loan for a steel mill financing was 
all on a 3-year basis and they stretched it out 5 years. There still will 
be, I think, a relatively heavy repayment burden in 1961 and 1962, 
I think it is 2 years there. 

Senator Krennepy. At the beginning of the third 5-year plan ? 

Mr. Dinion. Yes. 


CAPITALIZATION OF WORLD BANK, INTERNATIONAL MONETARY FUND, 
INTER-AMERICAN DEVELOPMENT BANK AND DEVELOPMENT LOAN FUND 


Senator Kennepy. In securing the funds for the Inter-American 
Development Bank—those funds are secured now, are they, the capi- 
talization for that Bank—— 

Mr. Ditton. No, we will be submitting, the legislation is before 
the Congress, will be coming to this committee, w hich would authorize 
the establishment of it, and I think thereafter we would need an ap- 
propriation to get the funds. Maybe they could be combined in one 
piece of legislation, I don’t know. 

Senator Kennepy. That would be coming this year? 

Mr. Ditton. Yes, it is before the Congress now. 

Senator KenNnepy. When we secured an increase in the capitaliza- 


tion of the International Monetary Fund this year, didn’t we increase 
the U.S. contribution as well ? 

Mr. Ditton. Just proportionately. 

Senator Kennepy. Proportionately. But there was an increase, 
was there not ? 

Mr. Ditton. Well, the increase has not yet been approved by the 
Congress, but it is in conference. 

Senator KENNEDY. Now, do you think there is any difference in 
the willingness of the Congress from your experience, to increase the 
International Monet tary F und capitalization or to establish the Inter- 
American Development Bank capitalization, at least from your pre- 
liminary surveys, and the capitalization of the Development Loan 
Fund? It seems to me there would be more willingness to expand in 
the capitalization of the World Bank, the International Monetary 
Fund or the Inter-American Deve lopment Bank than there is for the 
Development Loan Fund. Isthat correct ? 

Mr. Dir Lon. I think that is probably correct, because there are sub- 
stantial—we have arranged those organizations, they are arranged, 
so that there are substantial contributions by the other countries con- 
cerned, and I think for that reason it is probably easier to get appro- 
priations here. 

Senator Kennepy. I also think that the concept of the Develop- 
ment Loan Fund as a bank has never been successfully established. 
The word “bank” does carry some images with it of solidarity, which 
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are actually in the Development Loan Fund. But because it is sort 
of a successor to actual economic grants it has never really had that 
history which has established it in the mind of Congress as a rather 
substantial organization. 

Mr. Ditton. It also pioneered at least this new idea of making a 
loan in dollars, and accepting repayment in local currencies, and 
that is something that takes a while to get understood. But there is 
a similar provision in this Inter-American institution for a small part 
of its capitalization, and we are now considering a new institution, 
this International Development institution, which would be a part 
of the World Bank, which would do the same thing, so that general 
method of operation, I think, is getting better understood now. 

Senator Kennepy. Will you continue to give to Latin America De- 
velopment Loan funds after the bank has been established ¢ 

Mr. Ditton. In principle it would still be available. We would 
naturally hope that the Inter-American Bank would sort of be the 
first court to which they would go, but this would not preclude De- 
velopment Loan Fund financing besides. 


NEED FOR PRESIDENT’S VIEWS ON LONG-TERM FINANCING OF DLF 


Senator Kennepy. I want to associate myself with Senator Cape- 
hart on the long range. I think for you to suggest that after the | 
fight has been gotten into in the Senate on this program, that it would | 
then be decided whether the administration will participate in it, | 
would insure the failure of the fight, because it is really difficult to 
undertake it without any occasion. Is there any way that the commit. | 
tee can induce the administration to make that decision sooner ? : 

I think you stated in answer to one of our questions that you would | 
make that decision if the matter came before the Senate in such a way 
that the Executive was obliged to make the decision. 

Is there any way that that can be done sooner / : 

Mr. Ditton. Well, in view of the strong bipartisan support for this | 
type of financing, I can certainly go back and see if it is possible 
to obtain resolution of this matter by the President. It would require 
that, because there is a view, particularly in the Budget Bureau, and | 
also in the Treasury, I think, that financing by borrowing from the | 
Treasury is not sound. 

Senator Kennepy. Has there been sufficient bipartisan interest in | 
this this morning to cause you to make that inquiry ? 
Mr. Ditton. I would say so, yes, of the members of the committee 

here present. 


ECONOMIC NEEDS OF NEWLY DEVELOPING COUNTRIES 


Senator Kennepy. Has the Development Loan Fund made some 
sort of a study as to what would be required of the free world for the 
successful economic development of the so-called newly developing 
countries, particularly in Asia, and what really would be their total 

capital needs to get them ahead of their population increase? I ur 
adel there have been some studies made in the U.N., and I wonder 
whether any determination has been made by your staff as to what 
would be the minimum needs from the western countries in order to | 
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assist these countries to make what you would consider sufficient prog- 
ress in the next 10 years? 

Mr. Ditton. There have been a number of rather theoretical studies 
of that nature made by economists, and they are good economists. 

However, there is another problem involved, which is the extent 
to which you can use these funds readily and well, and some of these 
countries that are relatively backward cannot absorb and make use 
of large amounts of funds, limited by what you might call their 
absolute capacity. Taking into account that latter factor, we have 
felt, as I stated before, that certainly in the coming year we could 

robably use well up to $1 billion. 

Now, in talking about the size of the chairman’s proposal, carrying 
that a step further, we felt that the idea of as much as $114 billion 
a year was a little more than could be successfully used in the next 
couple of years, but that thereafter that might be about right. 

Now, these more theoretical studies have been based largely on 
ideas of what the GNP is now, how many people there are, what the 
increase in population is likely to be, and how much money is needed 
to build enough factories and create other capital to get an increase 
in output. 

Now, some of those countries can’t build the factories because there 
is nobody who understands how to run them. So it is a little more 
complex problem than those studies indicate. 

But we have no firm answer, and I don’t think the U.N. has any 
firm answer on that. 

Senator KenNepy. You stated that probably it would be impossible 
in the next 2 years to utilize fully the amount of money suggested in the 
proposal of the chairman. 


THIRD 5-YEAR PLAN OF INDIA 


Isn’t it a fact that India will be making in the next 12 months its 
assessment of what sort of a program it will carry under the third 5- 
year plan, and that the role the United States is equipped to play 
in that development is going to have a great deal to do with what 
sort of a third 5-year plan will be set to go forward and, therefore, 
what we do in the next 12 months will be important as to how the 
Indian target will be set? 

Mr. Ditton. I have a feeling that will have something to do with 
it, but from my conversations with the Indians, I think they are going 
to set the targets where they feel they should be set, and then make 
every effort to obtain the necessary funds, and I think from the in- 
terest that there is that we have shown and what they think the size 
of our development lending operations will be, and what they think 
is a fair proportion, I think they are close enough so that there is a 
reasonable chance that this thing can be worked out. 

Certainly, we would be far better off—and this is where this long- 
term business comes in—when the Indian 5-year plan does come along, 
and consideration of it in some detail will probably be next spring, if 
we had certainty of long-term funds so we could plan over a period 
of years. 

India is a country, as you know, that has a good plan, has the 
technical capability of really utilizing capital and is utilizing—making 
a great effort of her own so that its ability to use capital efficiently 
makes it an important country to help. 
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Senator Kennepy. It seems to me that is the important part, Mr, 
Dillon, in addition to what resources we have available to assist these 
countries. A good many of them aren’t equipped themselves to make 
successful determinations as to what they need, and how they 
should 

Mr. Dixon. That is correct. 

Senator Kennepy (continuing). Channel the economic assistance 
that they can get. I don’t know whether it is possible for us, or at 
least the West, to play a larger role, with inadequate planning on their 
part, or inadequate civil service, or whatever it is; it certainly is a two- 
way street. We should have sufficient capital available, but I don’t 
know what we can do to assure sufficient economic planning. 

Mr. Ditton. We are doing a great deal, not only through the Gov- 
ernment, but through private facilities. Harvard University, for ex- 
ample, has had some contacts with two governments whom they serve 
as advisers. One is Pakistan, for their development planning, and 
the other one is Iran, where they are the advisers to the Iranian de- 
velopment operation, and, in both of those instances, I think they 
have been of great help. They work for those governments, not. for 
ours. Their advice, as competent economists, I think, is very, very 
helpful. 

Senator Kennepy. Is that being done more and more? How about 
in Africa ? 

Mr. Ditton. We are trying to promote that in every way we can, 
and sometimes the ICA will finance that sort of thing, finance it un- 
der the technical assistance program, perhaps. 

Senator Kennepy. Thank you very much. 





PROPOSED AMENDMENTS TO MUTUAL SECURITY ACT OF 1959 


The Cuarrman. Mr. Dillon, I think we ought to mention one factor 
before we go on. We are planning to mark up this bill beginning 
Wednesday, June 3. We will consider many amendments which have 
been offered by various Senators, plus some changes which you have 
sent in. 

It would be in your interest as well as ours if you could send your 
specificially detailed comments on all these amendments to the staff 
within the next 2 or 3 days so that they can be included in the print 
which we use for marking up. On every item the committee is always 
interested to know what the Administration’s position is, so we hope 
we can get those comments because we have to prepare our papers for 
study this week. 

Can you get them to us? 

Mr. Drixon. I think we had fully planned to do that, and I think 
that all these various documents which have been requested, plus the 
comments on specific amendments, should be ready certainly by the 
latter part of the week. 

We will try to get it in time so we will be prepared to be in your 
print for markup on Wednesday. 

The Crarrman. I don’t know that you can, but I hope you make one 
more effort. to get this Development Loan Fund matter resolved. This 
would be one of the important matters. 
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Senator Kennepy. Mr. Chairman, may I ask one more question ? 
The Cuatrman. Yes. 


PROPOSED AMENDMENT TO BATTLE ACT 


Senator Kennepy. Last year we offered Battle Act changes as part 
of the mutual security bill, as I recall it, and the amendment was 
defeated on the Senate floor. 

As I understand, it is the Department’s position that this should 
be handled separately this year. 

Mr. Ditton. We thought that. We have sent it up in that way. 
However, it really is a question of relationships with the other body, 
particularly the House Foreign Affairs Committee. They have the 
legislation before them. I don’t think they intend to put it into the 
mutual security bill, but it is a little different from last year because 
they have had the administration proposal before them for some time, 
and in an official form, and if they were—if you could find they were 
ready to consider it in this form, we would have no objection. 

Senator Kennepy. As I understand it, the administration is 
strongly in support of the language of the amendment as it has now 
been introduced ? 

Mr. Ditton. That is correct. 

Senator Kennepy. Would you object if it were the decision of the 
committee to have this language tied in with this legislation? Would 
you regard that as a decision for the committee to make? 

Mr. Ditton. I think that is a decision for the committee to make, 
and I think the practical thing; last year we felt that it came up sud- 
denly. ‘There hadn’t been time for the House to think about it at all, 
and since that was legislation which originated in the other body, and 
they had a peculiar interest in it, a particular interest in it, for that 
reason we felt it was inappropriate to put it through at that time in 
that fashion. 

But since we have suggested it this year at an earlier date, that 
might not still hold true. 

I can say that I have, a month or two ago, spoken to the chairman 
of the Foreign Affairs Committee in the House, and he seemed to 
think it was better to handle it as separate legislation, but I don’t 
know whether he would still feel that way or not. 

Senator Kennepy. But you would feel that the passage of that leg- 
islation this year would be important to the foreign policy of the 
United States? 

Mr. Ditton. Yes, we think it would be useful. 

The Cuatrman. Are you through ? 

Senator Kennepy. Yes. 

The Cuatrman. Senator Carlson, any questions? 


FUNCTIONS OF VARIOUS LOAN AGENCIES 


Senator Cartson. Mr. Secretary, just one or two questions here: 
I notice that we are beginning to get quite a number of agencies 
engaged in international lending activities. 
or instance, we have the Export-Import Bank; we have the Inter- 
national Bank for Reconstruction and Development; and we have the 
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Development Loan Fund, which has been in operation for a couple 
of years, and it is proposed now that we have an Inter-American De. 
velopment Bank. 

It would help me personally if you would prepare for the record a 
short synopsis of the history and the purpose and the work of these 
separate institutions. 

Personally, I am greatly pleased that we can get into this field, but 
I would like to know the background of them and what they have done. 

Mr. Ditton. We would be glad to do that. 

(The information referred to is as follows :) 


U.S. AND INTERNATIONAL LENDING AGENCIES 
A. U.S. BILATERAL LENDING AGENCIES 


1. Export-Import Bank 

The Export-Import Bank was established by Executive Order No. 6581 on 
February 2, 1934. Its present statutory authority derives from the Export-Import 
Bank Act of 1945, as amended. According to this act “the objects and purposes 
of the Bank shall be to aid in financing and to facilitate exports and imports 
and the exchange of commodities between the United States or any of its Terri- 
tories or insular possessions and any foreign country or the agencies or nationals 
thereof.” 

The Bank’s loans fall generally into three categories: Development loans, 
balance-of-payments loans, and short-term exporter credits. The Bank can also 
extend repayment guarantees to private lenders. It is present policy to extend 
such guarantees on loans to less developed countries. 

Loans and guarantees outstanding of the Bank may not exceed $7 billion. 
The source of the Bank’s funds is borrowing from the U.S. Treasury. The loans 
are generally to finance supplies and equipment from the United States for 
productive purposes. The interest rate charged is in the 5 percent to 6 percent 
range, depending on the cost of money to the U.S. Government. The terms vary 
up to 20-25 years; repayment isin U.S. dollars. 

Since 1934 and up to the end of 1958 total authorizations of the Bank 
amounted to $9,926.4 million; disbursements during the same period were 
$6,586.4 million, of which $3,272.3 million were repaid. New authorizations in 
fiscal year 1958 amounted to $857 million and in the first half of fiscal year 
1959 to $578.3 million. 


2. Development Loan Fund 


The Development Loan Fund was established by the Congress of the United 
States in the Mutual Security Act of 1957 for the purpose of financing economic 
development abroad. To emphasize the Fund’s distinct function of administering 
a long-range development loan program, Congress incorporated the DLF as an in- 
dependent Government corporation in 1958. 

Financing from the DLF is authorized for loans and guarantees, except it may 
not purchase equity and securities. Criteria of loans made by the DLF include 
that the activity to be financed is located in a less developed friendly country; 
there is a reasonable prospect of repayment; the proposed activity contributes 
to the economic growth of the borrowing country; the activity is economically 
and technically sound; there is no financing available on reasonable terms from 
other free world sources; there is no adverse effect on the U.S. economy. 

The source of funds of the Development Loan Fund is appropriations by 
Congress. Total appropriations since 1957 (including the recent supplemental 
appropriation for fiscal year 1959) amount to $850 million. Loan commit- 
ments as of May 15, 1959 amounted to $698.6 million. The interest rate charged 
ranges from 3% percent for “overhead” projects to 5 to 6 percent for profit- 
earning projects. Terms of repayment vary up to 40 years. Repayment is 
generally in the currency of the borrower with a maintenance of value pro- 
vision. ICA acts as the loan operations agent of the Development Loan Fund. 


3. International Cooperation Administration 


Under the Mutual Security Act of 1954, as amended and previously under 
the Economic Cooperation Act of 1958, ICA and its predecessor agencies 
(FOA, MSA, ECA) were authorized to extend loans for the same purposes as the 
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acts specified. ICA loans are now made for the purposes of defense support 
and special assistance, related to mutual security, that is, to promote political 
and economic stability and enable recipients to fulfill agreed defense commit- 
ments. 

The source of funds for these loans is congressional appropriations. Total 
nonmilitary obligations since 1948 to the end of fiscal year 1958 were $24,143.7 
million of which $2,377.1 million (excluding Development Loan Fund) were for 
loans. In fiscal year 1958 ICA loan obligations were $150 million. 

The interest rate on these loans is 3% percent. Terms of repayment are 
up to 40 years; repayment is in dollars or local currency at the option of the 
porrower. If repayment is in local currency, there is a maintenance of value 
provision. 

The Export-Import Bank acts as the loan operations agent of ICA. 


4. Agricultural Trade Development and Assistance Act (Public Law 480) 


Section 104(g) of title I, Public Law 480 authorizes loans of local currencies, 
accruing from the sale of surplus agricultural commodities, to promote mul- 
tilateral trade and economic development. Section 104(d) authorizes the use 
of foreign currencies, similarly obtained, for financing the purchase of goods 
and services for other friendly nations and some of these funds have been 
used to provide loans to third countries. Section 104(e) as amended by the 
Cooley amendment (Public Law 85-128, approved August 13, 1957) provides 
that up to 25 percent of the foreign currencies generated under Public Law 
480, title I, sales shall be made available for loans to U.S. private business 
firms or their branches, subsidiaries, or affiliates, for business development and 
trade expansion in the foreign country, through the Export-Import Bank. 

The 104 (d) and (g) currencies are programed by ICA. The loans are admin- 
istered by the Export-Import Bank as agent of ICA; 104(e) Cooley amend- 
ment loans are administered by the Export-Import Bank. 

Since 1954 and extending through December 1959 a total of $5.25 billion of 
sales under Public Law 480, title I, had been authorized. Within this authority, 
104 (d) and (g) loans programed by December 31, 1958, amounted to $1,684.2 
million; 104(e) loans programed up to December 31, 1958, amounted to $178.3 
million. 

Interest rates on 104 (d) and (g) loans range around 314 percent. Terms of 
repayment are up to 40 years. Repayment is generally in local currency. In- 
terest rates on Cooley amendment loans are the prevailing rate of interest for 
similar loans in the country in which the activity is located. Terms of repay- 
ment are of similar length as Export-Import Bank loans for such activities. 
Repayment is in local currency. 


B. MULTILATERAL LENDING AGENCIES 


1. International Monetary Fund 


The articles of agreement on the International Monetary Fund were formu- 
lated at the Bretton Woods Monetary and Financial Conference in July 1944 
and signed in Washington in December 1945. The main purposes of the Inter- 
national Monetary Fund are to promote international monetary cooperation and 
sound foreign exchange practices and to provide short-term financial assistance 
to help members overcome temporary balance-of-payments problems. 

As of December 31, 1958, the Fund had 68 member countries with a total sub- 
scription of $9,198 million. Of this, $1.7 billion was paid in gold and $2.4 bil- 
lion paid in convertible currencies. The U.S. quota is $2,750 million. It is pro- 
posed to increase total capitalization of the Fund to $14,307 million of which the 
U.S. share would be $4,125 million. 

Members of the International Monetary Fund have drawing rights, in event 
of short-term balance of payments difficulties, related to the size of their sub- 
scriptions, but subject to International Monetary Fund decision in each case. 
Charges on such drawings include a one-half of 1 percent service charge plus 
a charge of zero to 6 percent, depending on length of time the drawing is held 
and the amount drawn relative to quota and gold payment. Terms are 3 to 5 
years and drawings are repayable in convertible currencies. 

Drawings in calendar year 1958 amounted to $337.9 million compared to 
$977.1 million in 1957. Repayments in these 2 years amounted to $368.9 million 


and $63.9 million respectively. 
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2. International Bank of Reconstruction and Development 


The International Bank of Reconstruction and Development also originated in 
the Bretten Woods agreements of July 1944. The purpose of the World Bank is 
to assist in the reconstruction and development of territories of members by 
facilitating the investment of capital for productive purposes. The 68 mem- 
bers of the Bank subscribed a total capital of $9.5 billion of which $1.9 billion 
was paid in, the remainder was on call to meet the Bank’s obligations. It has 
recently been proposed to increase the total capital subscription by member 
countries to $19.7 billion. 

The U.S. share of the subscription is $3,175 million. It is proposed to inerease 
the U.S. subscription to $6,350 million within the proposed total increase. 

In addition to the funds paid in by member governments the Bank relies 
for its resources on funds raised in the private market against the guarantees 
of member governments (i.e., the callable 80 percent of governments’ subscrip- 
tions). 

The IBRD finances public and private projects which expand productive 
capacity. The buik of its loans were made to finance power and transportation 
projects. 

Between 1947 and 1958 the Bank made total loan commitments of $4,250 
million and disbursed $3,088 million. Loan commitments and disbursements 
in calendar year 1958 were $770 million and $541 million, respectively. 

The interest rate charged by the Bank ranged between 5 and 6 percent 
depending on the cost of raising money in the market. The terms of repay- 
ment vary up to 20 to 25 years. Repayment is to be made in the currency 
loaned or in the currency used by the Bank to acquire loan funds. 


38. International Finance Corporation 

The International Finance Corporation was formed in July 1956 as an 
international financial institution with an authorized capital of $100 million. 
The IFC’s primary purpose is to encourage private enterprise especially in 
less developed countries, by investment in association with private capital. 

Total subscriptions from 55 member countries totaled $93.3 million at the end 
of 1958. Of this, the U.S. subscription was $35,168,000. Loan commitments 
by June 30, 1958, amounted to $8.8 million and disbursements $2.7 million. 

The interest rate charged by the IFC ranges between 5 and 7 percent and 
there are conditional payments dependent on earnings and option on shares. 
Repayment terms vary up to 10 to 15 years. Repayment is in dollars; in few 
instances repayments are accepted partly in local currency. 

4. The Inter-American Development Bank 

The President sent a special message to the Congress on May 11 to ask 
authorization for U.S. membership in the proposed Inter-American Development 
Bank. The United States announced its willingness to join such a bank in 
August 1958. <A group of experts worked from January to April 1959 drawing 
up the terms of the agreement establishing the Bank. 

The primary purpose of the Bank is to accelerate the economic development of 
the American Republics, by promoting public and private investment, by provid- 
ing capital for development purposes, by cooperating with the member countries 
in the orientation of their policies to utilize their resources more effectively, and 
by providing technical assistance to them in relation to the programing and 
planning of development projects. 

The Bank is to have a total capital of $850 million of which $400 million is the 
paid-in capital and $450 callable capital. The U.S. share is proposed to be $350 
million of which $150 million to be paid in and $200 million callable. Repay- 
ment is in the currency borrowed. 

In addition there is to be a fund associated with the Bank with resources of 
$150 million of which $100 million is proposed to be the U.S. share. Repayment 
of loans from the Fund would be either in the borrowed currency or the currency 
of the borrower depending on agreement between the Bank and the borrower. 


5. International Development Association (IDA) 


The possible establishment of an International Development Association is at 
present being explored with some friendly governments. In these discussions it is 
assumed that the IDA would be an affiliate of the IBRD, that it would have an 
initial capitai in the range of about $1 billion of which the U.S. subscription 
would amount to about $300 million. The underlying concept of the IDA would 
be that it can make loans repayable wholly or in part in the currency of the 
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porrower. The purpose of the institution would be to assist the development of 
less developed countries through loans extended on flexible terms. 


6. Arab Development Bank 


The President in an address to the special session of the United Nations in 
August 1958 stated that should the Arab States agree on the usefulness of a 
soundly organized regional development institution and should they be prepared 
to support it with their own resources, the United States would also be prepared 
to support it. This continues to be the U.S. position. There are now enough 
Arab States which have indicated support for such a regional institution to 
indicate that steps leading to establishment will be undertaken in the near 
future. This process, however, will likely be a lengthy one. So far, no approach 
has been made to the United States for financial assistance. If one is made, 
prompt consideration will be given to it in accordance with the President’s state- 
ment. It is presently believed that the DLF would be the appropriate source of 
funds. 


INCREASE OF DLF PERSONNEL 


Senator Carison. I notice in Mr. McIntosh’s statement that you 
are asking for an increase in administrative expenses, which were lim- 
ited by Congress last ee to $1,250,000, to $2,050,000. If that is 
gr anted, that would authorize you to increase your present personnel 

rom 65 to 103 persons. 

Now, Congress is a little hesitant to increase the personnel of agen- 
cies, and I would be pleased if you would give us—— 

Mr. Ditton. I would like Mr. McIntosh to answer that in detail. 
I would only like to say that ties in with part of my statement where 
I pointed out that next year we will have to put a much greater 
weight on following up loans that have been made and seeing that 
they are properly implemented, and that does require people, and 
in our present organization we have had to do very little of that. And 
our present one ‘is smaller proportionately than those other institu- 
tions in the same field. 

Senator Cartson. Mr. Secretary, it isn’t necessary to take the i 
of the committee. If Mr. McIntosh will prepare for the record : 
statement, I will be pleased to have on that basis the sechleaali 
which would justify this requested increase. 

Mr. McInrosn. Yes, sir. 


(The information referred to is as follows:) 


EXPLANATION OF DEVELOPMENT LOAN FUND FiscAL YEAR 1960 ADMINISTRATIVE 
EXPENSE LIMITATION 


Administrative expenses of the Development Loan Fund for fiscal year 1960 
are estimated to be $2,050,000. This is approximately 0.3 percent of the total 
1960 appropriation requested for the Development Loan Fund. In accordance 
with the practice of other Government corporations, no separate appropriation 
is requested for this purpose. Rather, a limitation will be requested in appro- 
priations legislation on the use of Development Loan Fund funds during fiscal 
year 1960 for the cost of administering the program. 

A limitation of $1,250,000 was enacted by the Congress for fiscal year 1959 
administrative expenses of the Development Loan Fund. The increase of $800,- 
000 requested for fiscal year 1960 will support the full-year operation for the 
first time of all phases of the lending program. The increase is due in part to 
(1) the increased loan implementation activity which will be required as loans 
approved in fiscal years 1958 and 1959 move into procurement, contracting, and 
construction phases involving disbursement, and in part to (2) the need to fund 
on a full-year basis a level of staffing and activity which the Development Loan 
Fund as a new organization has attained gradually. Additional emphasis is also 
planned for fiscal year 1960 upon the Development Loan Fund’s private enter- 
prise participation functions. 
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In fiscal year 1958 the Development Loan Fund, as a new organization within 
the ICA framework, was necessarily concerned with establishment of lending 
policies and procedures, recruitment of key staff, and development of an organi- 
zational arrangement for the review and approval of loan proposals. It was not 
until relatively late in fiscal year 1958 that the Development Loan Fund signed 
its first loan agreement. 

Throughout its first year as an independent Government corporation—fiscal 
year 1959—the Development Loan Fund has been not only concerned with the 
review and approval of loan applications, but has also given increasing atten- 
tion to the operations which immediately follow loan approval—namely, the 
drafting, negotiation, and conclusion of individual loan agreements. In addi- 
tion, implementation methods have been developed, and initial phases of loan 
implementation and disbursement have begun under signed loan agreements, 
The Development Loan Fund has found on the basis of a full year of lending 
experience that the workload required to review loan proposals, present them to 
the Board of Directors, negotiate and sign loan agreements, and initially ar- 
range for implementation is significantly higher than had been anticipated. 

During fiscal year 1960 the DLF will undertake the full range of operations 
connected with an active lending program. Therefore, increased attention must 
be given to the implementation of signed loan agreements. By the end of fiscal 
year 1959 the DLF will have signed over $600 million in loan agreements, of 
which about $500 million will be signed during that year. During 1960 imple- 
mentation of these loans will require approval of procurement plans, review of 
construction plans and specifications, enforcement of conditions the borrower 
must meet prior to disbursement, issuance of letters of commitment or arang- 
ing for other disbursement procedures, establishment and followup on borrower 
reporting requirements, periodic review—both in Washington and in the field— 
of project progress, and evaluation on a continuing basis of the borrowers’ fi- 
nancial condition. 

To meet the sharp increase in workload entailed by these necessary functions, 
the DLF is requesting a total of 108 staff positions for fiscal year 1960, an increase 
of 34 over the current year. This increase will provide for additional loan offi- 
cers, engineers, and lawyers, together with necessary secretarial and clerical 
assistance. In addition, a total of 62 supporting positions in ICA are included, 
an increase of 26 over this year. These positions are primarily in the area of 
financial administration to provide for an accounting and audit staff adequate 
to carry out necessary program accounting, reporting, disbursing, billing, col- 
lecting, and auditing functions. 

During this current fiscal year a small DLF staff has secured assistance from 
the International Cooperation Administration on a reimbursable basis, from 
other Federal agencies, and from private consulting organizations where special- 
ized services are required. Services provided by the ICA have been in the areas 
of fiscal administration and audit, “housekeeping” services, and engineering re- 
view of loan applications. By making use of skills and services in existing or- 
ganizations, the DLF has been able and will continue to keep its own staff ata 
minimum level consistent with sufficient size and flexibility to permit adequate 
review, direction, and the exercise of independent judgment in applying criteria 
laid down by the Congress and the DLF Board of Directors. 


DISCONTINUING EXPORT-IMPORT BANK SERVICES ON DLF LOANS 


Senator Carson. I notice in your statement that you referred to a 
legislative amendment that you are requesting regarding the adminis- 
tration of your loans. 

As I understand it, the present legislation assigns certain duties to 
the Export-Import Bank, and you want to sever your connections 
with the Bank so far as these are concerned and have your own section 
now. 

Will that be a duplication of employees? 

Mr. Ditton. No, sir; that has been arrived at by agreement. with 
the Export-Import Bank. We have a full memorandum on it which 
we can supply for the record. 

What happened in effect was that the administration of these loans 
turned out to be more work than the Export-Import Bank orieinally 
had thought they would be, so a year ago this winter they said they 
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did not want to undertake anything except sort of bookkeeping trans- 
actions which they do for ICA loans. 

Then once the Development Loan Fund was incorporated as a sepa- 
rate institution and was able to sign its own loan agreements, the 
Export-Import Bank thought that rather than build up their staff, 
which they would have had to do, they preferred to have it carried out 
by the ICA, which made more sense, because the ICA missions in the 
field are the field representatives of the Development Loan Fund. 
That has been the case since last fall, and the Export-Import Bank, we 
informed the Committees of Congress at the time, the Export-Import 
Bank is presently carrying out its responsibilities by asking the ICA 
to do the work for it, and that seemed like a rather round- about pro- 
ceeding, so with the full concurrence of everybody concerned, particu- 
larly the Export-Import Bank, we thought we would clarify that 
thing by just omitting it. 

(The following information was subsequently submitted for the 
record :) 


BACKGROUND ON PROPOSED AMENDMENT TO SECTION 205(C) MuTuAL Securiry Act 


(1) The sentence being deleted from section 205(c) was included in the De- 
velopment Loan Fund provisions passed in 1957, when the DLF was made 
part of ICA and before separate corporate status for the DLF was considered. 
At the time, mutual security presentation witnesses indicated that under this 
provision it was contemplated that Eximbank would render services in con- 
nection with DLF loans similar to those Eximbank was rendering in connection 
with other ICA loans. At the same time, the DLF provisions made clear that 
the responsibility to ‘‘make’’ DLF’s loans was separate from the service functions 
involved in administering these loans and that the former responsibility was not 
necessarily assigned to the Eximbank. 

(2) In connection with administering ICA loans, Eximbank (@) signs the loan 
agreement negotiated by ICA and obtains the necessary evidence of the bor- 
rower’s authority to sign and the binding effect of the agreement, (0) keeps 
account of disbursements made under the loan as reported to it by ICA, and(c) 
receives and records payments of principal and interest. 

(3) At the end of 1957 and the beginning of 1958, State, ICA (representing 
DLF), and Eximbank discussed in detail the services Eximbank should perform 
in connection with administration of DLF loans. Finally, Mr. Dillon, in a 
memorandum dated January 28, 1958, to Mr. Waugh proposed that Eximbank 
should (a) prepare DLF’s loan agreements, (b) disburse these loans, (¢) su- 
pervise the utilization of these loans, and (d) receive payments of interest and 
installments of principal thereon. 

(4) On January 30, 1958, in a letter to Mr. Dillon, Mr. Waugh replied in 
substance: (a) It was not “feasible” for Eximbank to take on the functions 
in connection with DLF loans outlined in Mr. Dillon’s memorandum, and (b) 
Eximbank was prepared to administer DLF loans in the same manner it was 
administering ICA loans (“that is to say, after a loan has been made and 
disbursed by the Fund, the obligations of the foreign borrower would be placed 
with the Export-Import Bank for collection in accordance With the terms upon 
which the loan was made”). Mr. Waugh gave the following reasons: That the 
probable workload on Eximbank’s staff from handling Fund loans far ex- 
ceeded Eximbank’s original estimate; that without an amendment of the last 
sentence of section 205(c) to make clear that Eximbank should administer Fund 
loans under its own procedures and under its own, rather than Fund, direction, 
Eximbank would not want to undertake this role; and that the creation of a 
separate Fund staff of the size then contemplated would make it difficult for the 
Managing Director of the Fund to coordinate such a staff with staff working 
under the direct control of Eximbank. 

(5) With the seeking of separate corporate status for the Fund, a decision 
was made that Development Loan Fund, unlike ICA, should sign its own loan 
agreements. (Following a practice established by ECA, which was conceived 
as a temporary agency not suitable as a party to a long-term loan agreement, 
FOA and ICA have made Eximbank the signatory party to their loans.) This 
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left bookkeeping, billing, and collections of the list of functions Eximbank per- 
forms for ICA. 

(6) During subsequent discussions between Development Loan Fund, ICA, 
and Eximbank, culminating in a meeting between Development Loan Fund and 
Eximbank on November 21, 1958, the feeling was expressed by Eximbank that 
with Development Loan Fund signing its own agreements and ICA handling 
Development Loan Fund disbursements, Eximbank would prefer not to handle 
the remaining clerical duties of administering Development Loan Fund loans, 
and that some other arrangement, within the provisions of applicable law, 
should be worked out to handle these services. On the basis of Eximbank’s 
expression of preference, and because of the logic of centralizing the work 
involved in existing ICA facilities, a decision was made that Eximbank should 
utilize ICA under the authority to use the services of other agencies in section 
522 of the Mutual Security Act in the administration of Development Loan 
Fund loans until deletion of the last sentence of section 205(¢) could be ob- 
tained. An agreement to this effect was recorded in a memorandum of con- 
versations dated February 16, 1959. The necessary implementing letters are 
being exchanged and Development Loan Fund is planning to make direct re- 
imbursement to ICA. 

(7) In reporting this arrangement to Congress and proposing the deletion 
of the last sentence of section 205(c) the executive branch has made a poin it of 
bringing the committees concerned up to date on the actual working of the 
arrangement and on eliminating a provision that has not proved workable in 
practice. The executive branch section by section analysis explanation of the 
proposal makes the following points: 

(a) The deletion eliminates a mandatory assignment to Eximbank of re- 
sponsibility for performing, or arranging for the performance of, the services 
involved in the administration of Development Loan Fund loans and will per- 
mit a clearer and more flexible arrangement for these services by the agencies 
involved. 

(®#) This change is proposed on the basis of mutual agreement of the agencies 
involved. 

(c) Pending the deletion, Eximbank has avoided duplicate staffing by utilizing 
the existing facilities of ICA. 

(d@) When appropriate, under existing provisions of law (sec. 505(b) and 
522 of the Mutual Security Act of 1954, as amended), the services of Eximbank 
may still be utilized in connection with the administration of Fund loans. 


ARE ANY DLF EMPLOYEES STATIONED ABROAD? 


Senator Cartson. As I understand it, presently you have no em- 
ployees of the Development Loan Fund outside of the United States. 

Mr. Ditton. No. 

Senator Cartson. Now, if these additional employees are granted, 
would that permit you to have personnel outside the United States? 

Mr. Ditton. We would, but I don’t think it is our plan. It might 
conceivably, in a place as large as India, at some date in the future 
maybe you may have one or two. But I think the basis is they would 
be people within the United States but who would travel a great deal 
to see that some of these operations, to see that they were being done 
properly. 

Mr. McIntosu. Export-Import Bank has no field organization, 
either. 

Senator Carison. That is what I was wondering—if they had a 
field organization you would be using it, but you have been using ICA 
and State Department agencies. 

Mr. MoIntosn. Yes, sir. The Export-Import Bank is just now 
sending a man to India for the first time. 

Mr. Ditton. Because they had such great interest. 

Senator Cartson. That is all, Mr. Chairman. 

The Cuamrman. Senator Lausche. 
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FINANCING OF DLF AND WORLD BANK 


Senator Lauscuer. I would like to direct your attention to the sub- 
ject of how the Development Loan Fund shall be financed. Am I 
correct in this understanding that we are authorizing the sale of 
Treasury bonds over a period of time amounting to $3.175 billion to 
finance the World Bank ? 

Mr. Ditton. The sale of Treasury bonds? No, sir. 

Senator Lauscur. How is the World Bank money provided ? 

Mr. Ditton. The World Bank money is provided by money which 
they raise in the public market. They sell their own obligations, 
either in this market or in European markets to private individuals, 
banks, and so forth, and raise their funds. 

Where the $3.175 billion comes in is that there is an increase in the 
case of the World Bank in the guarantee authority of the United 
States, and of all countries. Eighty percent of the World Bank funds 
are raised in this fashion. Eighty percent of its capital is merely 
guarantee authority from the members to guarantee any obligations 
which the World Bank may sell itself, and a guarantee oma takes effect 
if there should be defaults and if those defaults should be large enough 
to use up the other 20 percent of capital which they have, plus the very 
substantial reserves they have already built up. 

It is no indication that this would ever be the case except im the 
case of something like another world war, which would totally dis- 
rupt the world. 

o I think that all we are doing here is increasing guarantee author- 
ity of all the nations concerned, and the United States part is this 
$3.175 billion. 

That is important—— 

Senator Lauscue. Does the bill which is now pending provide how 
that obligation under the guarantee shall be financed, whether it is 
out of the general fund or the issuance of Treasury bonds? 

Mr. Ditton. I am not able to give you that, I don’t know. Maybe 
the Chairman knows. 

The Cuarrman. I hadn’t thought about it, but I think it is merely 
an obligation for which, if that obligation matures, we would have 
toappropriate money. 

Senator LauscHEe. Some way. 

The CHarrMan. But it is not anticipated, you know. We don't ex- 
pect it to happen very soon, so I don’t think it was considered whether 
it should be one or the other. It is a guarantee similar to all guarantees 
that exist with regard to certain other obligations, for housing and 
other fields. I don’t think there is provision made 

Senator Lauscue. That is, if and when the call is made for the 
money, we would have to determine the means of providing it. 

The Cuarrman. That isright. 





FINANCING OF INTERNATIONAL MONETARY FUND 


_ Senator Lauscur. Now, then, with regard to the Monetary Fund, 
it is $1.375 billion that we are obligating ourselves for; $344 million 
in gold. 

How is the balance of the money to be provided; are you able to 
tell me? 
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Mr. Ditton. That is provided by dollars from the U.S. Treas- 
ury, but I don’t think there has to be an appropriation for that, 
We did testify to that in detail before this committee when that 
bill was approved, but the primary witnesses on that were from the 
Treasury Department. So Iam not certain. 

Senator Lauscue. Is that to be financed out of current taxation, or 
out of the sale of bonds especially earmarked to finance it? 

The CuarrmMan. We had testimony on that. There is what is called 
free gold in the Treasury 

Senator Lauscue. $344 million. 

_ The Cuarrman. Which is not obligated and they merely transfer 
it. 

Mr. Ditton. That is correct. 

The Cuarrman. And it does not have any effect upon the budget or 
the debt. I think the rest of it, though 

Mr. Dition. It is a public debt transaction. 

The CuarrMan (continuing). Will be equivalent to a public debt 
transaction. I believe that is right. 

Mr. Henverson. That is correct. 

The Cuarrman. That is what I thought. 

Senator Lauscue. In the event you have to eliminate it from a 
paper transaction and money has to be put up, how are you going 
to put it up, out of the current taxes or out of the sale of bonds? 

he CuHarrMAN. It would depend on the state of the Treasury. If 
we had a surplus it would be out of current taxes; if we had a deficit, 
there would be a. sale of bonds. The only reason we have a sale of 
bonds is because we are running a deficit. Otherwise, they would 
take it out of the till, if they had the money. 

Isn’t that correct ? 

Mr. Ditton. That is correct. 

Senator Lauscne. All right. 








FINANCING OF DEVELOPMENT LOAN FUND 


Now, directing your attention to this item: You said the adminis- 
tration is not certain what its position will be if and when we act on 
this, but at present it advises against the Treasury method of financ- 
ing. 
Mr. Dutton. I stated in my statement that the fiscal authorities of 
the administration were opposed to that; had been opposed to that 
over the past 2 years; they made various statements about it. 

Senator Lauscue. Did the administration ever recommend the 
mode of financing that has been suggested by the Fulbright amend- 
ment ? 

Mr. Ditton. Yes, sir; it did 2 years ago. 

Senator Lauscus. When was that ? 

Mr. Ditton. Two years ago when we originally recommended the 
establishment of the Development Loan Fund, 

Senator Lauscure. How much money did they recommend at that 
time? 

Mr. Ditton. It was $2 billion. 
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Senator Lauscue. Two billion dollars for a 3-year period ? 
The CuarrMAn. Over a 3-year period. 
Mr. Ditton. Three-year period at that time. 


TREASURY DEFICITS IN FISCAL YEARS 1959 AND 1960 


Senator Lauscue. Now, since that time we have about completed 
fiscal year 1959 in which we will have a $13 billion deficit; am I about 
correct in that? 

Mr. Ditton. That is the present prognostication for fiscal year 
1959, provided payments for the International Monetary Fund are 
made during that fiscal year. 

Senator Lauscne. And it is anticipated that we may have a deficit 
for the ney il year 1960, especially if some of the bills which have been 
sponsored and urged are adopted. Are you familiar with that? 

Mr. Ditton. Well, I am familiar with the fact that the budget as 
submitted showed a small surplus, and also of the fact that general 
business conditions seem to be improving at a rate that it is very 
possible that the revenue estimates may turn out to be on the conserva- 
tive side. So unless there were substantial increases in appropriations, 
or unless there was a shift of the payment date for this International 
Monetary Fund payment from this fise = year to the next fiscal year 
I doubt if there would be a deficit next yea 

Senator Lauscue. The President, in his budget, recommended an 
increase in the revenues of the Postal Department. 

Mr. Ditton. That is correct. 

Senator Lauscue. He recommended an increase in the gas tax; 
that was necessary to place his expenditures in balance with his antic- 
ipated revenues. 

Mr. Ditton. That is correct, Senator. But I do think the latest 
information is that there is a very good possibility that increase in 
general business will so raise taxes that the revenues still may be ade- 
quate, and as far as the gas tax is concerned, I am not an expert in 
that but I understood if they didn’t get that money that they wouldn't 
make the expenditures. 

Senator Lauscue. Well, that is what you anticipate. What if the 
Congress determines to go forward with the program and says, “We 
will finance it by the sale of Treasury bonds” ? 

Mr. Ditton. That would be perfectly possible. 


TREASURY BOND FINANCING IN OTHER LEGISLATION 


Senator Lauscne. Now, then, are you familiar with the housing 
bill, and how many Treasur y bonds that will require to be sold ? 
Mr. Ditton. No, sir, Lam not. 

Senator Lauscue. What I am tr ying to point out is that when the 
administration says that it doesn’t know what its position will be, 
what it ultimately might be, it undoubtedly has in mind we have a 
$13 billion deficit for 1960. Congress is likely to pass a bill to finance 
the highway program by Treasury bonds; they have already passed a 
bill to finance the housing program, which runs into 1964, with Treas- 
ury bonds. We are likely to have a deficit if they pass the bills for 
the many things that they are contemplating in 1960. 
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Mr. Diutxon. I think that is at the basis of the feelings of the fiscal— 
those who are responsible for the fiscal policy of the administration ; 
yes, sir. 

The CHarrMAn. Will the Senator yield ? 

There is a difference of opinion on the effect of the housing bill on 
next year’s budget. Some very well-informed authorities say it won’t 
make any difference because that is also a long-term guarantee pro- 
gram going into 1964. 

There was a piece in yesterday’s paper, I forget who was the au- 
thority for it, which said it would make no substantial difference on 
next year’s budget, whether you take the bill the House passed or the 
President’s recommendation. 

Senator Lauscure. Two years ago when you made your recom- 
mendation for a continuing program of $2 billion, we had no difficulty 
in selling our Treasury bonds. Since that time there have arisen 
clearly defined difficulties in persuading the public to buy bonds. Am 
I correct in that? 

Mr. Dron. I think it is primarily a matter of rate of interest. 
I think if the rate of interest is high enough 

Senator Lauscne. All right. If we raise the rate of interest high 
enough the public might change their judgment and still buy them, 
might they not? 

Mr. Ditton. I would think so, yes, sir. 


MUTUAL SECURITY ACT OF 1959 





TYPE OF AIRCRAFT TO BE SUPPLIED ETHIOPIA UNDER MILITARY ASSISTANCE 
PROGRAM 


Senator Lauscue. Another item: We have had a report on the 
usability of planes that are contemplated for assignment to Ethiopia. 
I do not now know just what type of planes we are to give. There 
were two types that we had a report on, one type that was obsolete 
and not being used by the Air Force; the other type that was being 
used in a limited way. 

Are you familiar with that? 

Mr. Ditton. I think I would ask Mr. Shuff, who is here from the 
Department of Defense, to answer that question. 

The Coarrman. Mr. Shuff. 

Mr. Suurr. Senator, may we look into the book ? 

The CuarrMan. They are F-86’s. 

Senator Lauscue. All I want to know is, are they obsolete or still 
usable ? 

Mr. Suurr. No, sir, they are still usable. Actually, before we 
transfer any airplanes they are put in first-class working condition, 
they are rehabilitated, they are not delivered as is, and from the point 
of view of the Ethiopians using them, they are essentially as good as 
new. 

Senator Lauscue. You spent $150,000 on every one to get it in 
shape, I think. 

Mr. Suurr. I don’t know exactly what it would cost to put them 
in shape, but they are in first-class shape to use them. 

Senator Lauscue. Are we still using the planes in our own military 
forces that we contemplate giving to Ethiopia ? 
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Mr. Suurr. Well, so far as the F-86’s are concerned, there is one 
variety of the F-86 airplane still being used in the U.S. Air Force. 
There are, I believe, two or three varieties that are still being used in 
the National Guard Air Force, so to that extent we are still using 
them. 

Senator Lauscue. All right. 

That is all I have. 

The CHarrMAN. Senator Church. 


DECLASSIFICATION OF CERTAIN MUTUAL SECURITY PROGRAM INFORMATION 


Senator Cuurcn. Mr. Dillon, you remember 2 or 3 weeks ago I sub- 
mitted to you an amendment that related to classified information 
that pertains to this mutual security bill, and looked toward relaxa- 
tion of classification procedures. I asked for the Department to sub- 
mit a report on that amendment. 

I am wondering, since I intend to introduce this amendment on the 
floor, perhaps tomorrow or the next day, how soon you will have a 
report out. I know you are at work on it, but I am wondering if that 
will be included in time so that it can come up to the committee as a 
part of our markup next week. 

Mr. Ditton. Most certainly, and we would hope to. I was surprised 
it hadn’t already come up. I found out at the end of last week that 
you had not yet received it, and they are working on that urgently, 
and we expect to have it come up to you either tonight or the first thing 
tomorrow morning, so you will have that, if you want to take it into 
account in the introduction of the bill. 

Senator Cnurcu. Fine. I would like to have the benefit of your 
thinking on the amendment before I introduce it. 

Mr. Ditton. That was the reason we wanted you to have it. 

Senator Cuurcu. Because I may want to modify it. 

Mr. Dition. Yes. 


DECLASSIFICATION OF INFORMATION ON MILITARY ASSISTANCE PROGRAM 
IN LATIN AMERICA 


Senator Cuurcu. In that general connection, Mr. Secretary, I con- 
template offering one or more amendments looking toward the reduc- 
tion in the military assistance program in Latin America. I know it 
would be very helpful to the merits of this program if it could be as- 
sessed in the open as a matter of debate. 

Since it seems to me that the real security interests of the country 
are not affected in Latin America, and therefore there is no real justi- 
fication for the classification program that is being followed there, 
I would like to make the request to you now which I propose to 
follow up in letter form later today, that the Department declassify 
the past military assistance programs in South American countries 
up to and including last year. 

And specifically, if the Department chooses not to make public this 
information, I would like to ask that the Department publicize the 
details of the agreement entered into between the U.S. Government 
and the Government of Brazil pertaining to our leasing of guided 
missile tracking stations. The fact we have entered into such an agree- 
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ment and that we have such a station is unclassified information, 
The details respecting the agreement have been and continue to be 
classified. 

So those two specific requests I would like to make now. I will put 
them in letter form later in the day. 

That is all I have, Mr. Chairman. 


TERMS OF RUSSIAN AND DLF LOANS 


The CHairman. Let me see, I wasn’t quite clear about your answer 
a moment ago on interest rates. 

The complaint, or the observation, at least, has been made that the 
Russians create a very favorable impression by their low interest rates 
which we acknowledge are not economic from our point of view, and 
yet they have an attractive effect upon the borrowers. 

Do you have any observation to make on that? 

Mr. Ditton. Well, we do recognize that they do have an impact on 
the borrowers. On the other hand, our loans permitting repayment 
in local currency also have some very attractive features, and our loans 
average slightly longer terms than the Russian loans, so I think you 
have got to balance the two things together. 

Our basic loaning rate for economic overhead projects in the Devel- 
opment Loan Fund is still 3.5 percent compared to the 2.5 percent 
the Russians charge, but these other benefits, I think, fully counter- 
balance it, and as countries have come to realize that we hear, I would 
say, much less this year than we did last year about difference of in- 
terest rates. They have generally come to accept it. 


GREEK DRACHMA 


The CuarrmMan. Did you undertake the other day to give us a com- 
plete description of the Greek situation which was criticized so heavily 
by the Senator from Louisiana ? 

Mr. Ditton. We have forwarded a historical letter on that. We are 
also submitting a great deal of additional information on that subject 
during the course of the day as a result of certain additional questions 
that the Senator from Louisiana asked us. 

(See p. 154 et seq. for information on this subject. ) 


CONVERTIBILITY OF LOAN REPAYMENTS INTO DOLLARS 


The Cuatrman. Do any of these agreements or loans by the De- 
velopment Loan Fund contain provisions for making any part of the 
repayments convertible ? 

Mr. Ditxon. Well, I think about 20 percent of the Development 
Loan Fund loans are repayable in dollars. 

The Cuarrman. In dollars? 

Mr. Ditton. Yes; so we have fairly substantial repayments in dol- 
lars. 

The CHarrman. Is that an average figure ? 

Mr. Ditton. That is the total thus far—isn’t that the right total! 

Mr. McInrosn. That is right. 

Mr. Diwvon. It is what the percentage has been in the past year. 
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Mr. McInrosu. The percentage would be higher if it wasn’t that 
we had loaned so much of our capital to India. Then we have made 
other loans repayable in currencies which are presently convertible, 
such as Honduran lempira. 

The CuairMan. That is what I was coming to. 

Assuming conditions in a country get better will these currencies be- 
come convertible, or is it your understanding that we won’t ever con- 
vert them ? 

Mr. Ditton. No. We have the full use of these currencies, sub- 
ject, of course, to whatever the local laws are in the country con- 
cerned. If a country does not have a convertible currency, we have 
got to confine its use within the country unless by agreement they let 
us use it to ship something out of the country. 

Mr. McIntosu. It is our hope, of course, through this program 
over a period of years conditions in these countries will i improve and 
their currencies will become stronger. 

The CuatrmMan. We were discussing the matter of using local cur- 

rency for transportation purposes and the exchange program in Japan, 

and while their currency is not generally convertible, I was struck 
by the fact that they agreed to ‘make specific amounts convertible. 
They simply allocate their foreign exchange for these purposes, and 
their currency is getting stronger. 


MAINTENANCE OF VALUE IN DLF LOANS PAYABLE IN LOCAL CURRENCY 


Do we have any provisions for the maintenance of the present value 
of these currencies against complete destruction by inflation? 

Mr. Ditton. We do have that in all of our Development Loan Fund 
loans where we lend dollars. We have a maintenance-of-value pro- 
vision for the repayment of the local currencies against those dollar 
disbursements. 

In other words, the repayment is denominated in the dollars that 
were originally lent. 

The Cuarrman. As to the 20 percent only ? 

Mr. Ditton. No, as to all the loans that the Development Loan 
Fund makes in dollars. Now, the Development Loan Fund has made 
one or two loans in Brazil in its own local currency; not in dollars 
but in cruzeiros. There was not a maintenance-of-value — 
but instead of that the interest rate was much higher; it was 8 percent, 
which is the currently prevailing rate in Brazil. 

Mr. McInrosu. In all our loans payable in local currency we have 
a maintenance-of-value clause. For example, if the local currency 
at the present time is valued at two to the dollar, and if at the time 
of payment it drops to five, then we must be paid five units on every 
loan repayable in local currency. 

The Cuarrman. All of them are that way ? 

Mr. Ditton. Except the one in Brazil made in cruzeiros. 

The CuarrmMan. Wherever the loan is made in dollars? 

Mr. Ditton. That is right. 

The CHarrMaAN. Then the repayment has a maintenance-of-value 
clause ? 

Mr. Dutton. That is right. 

The CHarrman. So that no matter how much it goes down you get 
that back at the official rate of exchange at the time of the loan? 
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Mr. McIntosu. Yes, and the rate formula in our local agreements 
calls for the best rate on capital transfers, where there are several rates. 


LENDING CURRENCY OF ONE COUNTRY TO ANOTHER COUNTRY 


The CuHarrman. As you accumulate these foreign currencies do you 
have the right to lend the currency of one country to another country ? 

Mr. Ditton. Only in agreement with the country concerned, unless 
it is a convertible currency. If it is a convertible currency, why, we 
do. 

The CHarrMan. In some cases, I would imagine currencies not gen- 
erally convertible may be useful to another country. 

Mr. Ditton. We would have to do it by arrangement. 

The Cuarrman. Does your original loan agreement provide for that, 
or is it conditioned upon a subsequent agreement ¢ 

Mr. Ditxon. It is conditioned upon a subsequent agreement. In our 
original loan agreement we maintain the maximum flexibility and free- 
dom. It is ours to do with what we want, but subject to the laws of 
the land. 

Mr. McIntosu. The local currencies we receive will not be mixed 
up with Public Law 480 receipts or other receipts. It will be ours. 

Mr. Ditton. It will be much freer. 

The CHarrman. You are much freer of any restrictions; you can 
do with them as you like, or use them in any other country if some- 
body else is interested in having them. 

Mr. Drixon. If they are convertible. 

The CxHarrman. There is a special situation that I understand 
arose—someone mentioned it the other day, it may have been you— 
where a currency was weak. There was a certain kind of wood ayail- 
able in that country and for that very limited purpose these currencies 
were useful. 

Mr. Ditxion. It happened in that case the currency involved was 
Honduran currency, and that is a strong currency, even though it 
may be some—— } 

The CHatrman. It couldn’t happen where the currency is not so 
strong and where there are some resources developed and exploited 
where it could be useful ? 

This particular area—the use of these currencies—is a very tricky 
one to understand, as you have already observed. Many of us do not 
understand it as well as we should. 


REPAYMENT OF U.S. LOANS 


Another item I thought the record should have: I saw a record 
relating to only part of the European indebtedness to us. It involved 
the British loan, one other loan, and the record of repayments. 

I think it would be interesting, and probably informative and help- 
ful on the floor, if we had a more thorough account of the repayments 
to this Government of various categories of loans. It is very difficult 
to lump them all together. Some of them were never identified as 
being repayable. There are some gray areas—lIreland was a case, I 
think—in which they didn’t agree to repay us but. we retained a certain 
influence and control over what was done with the balance of one of 
the Marshall plan loans. 
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I think it might be useful to know how much has been repaid in 
the categories where borrowers undertook firmly to repay, or whether 
these payments in local currencies were to be made. 

Senator Cartson. Will the chairman yield ? 

An editorial in my hometown paper which is a small country paper 
in a town of 7,000, commended the present French Director of Fi- 
nance 

The Cuamman. Pinay. 

Senator Cartson (continuing). Who was over here to pay $118 
million on his loans and who said we wouldn't give him any special 
recognition, that we devote all of our special attention to dignitaries 
in purple robes. 

Mr. Ditton. Well, he was over here, but that is partly correct. In 
the first place, he was here for 2 days. I had an official lunch for 
him, and he was received by the President for three- -quarters of an 
hour, and there was a very fine dinner for him at the French Em- 
bassy. He was received in the Treasury Department by the Secre- 
tary of the Treasury for 2 hours, I was there, and for another hour by 
myself, so I think he got a great deal of attention. In fact, he was 
very satisfied. What he did say to us was that France did not intend 
to take advantage of their right to postpone a payment due the Ex- 
port- Import Bank at the end of June of $25 million, which they had 
the right to postpone, and the rest of this repayment that is ‘being 

oa which I think is being made to the European Payments Union, 

its successor, in anticipation of the date when it was due, that that 
was a loan from them that was also part of the financial help to 
France a year and a half ago, and the French have made a remarkable 
recovery. 

Senator Carson. I will write this editor, whom I don’t know, that 
Mr. Pinay got the red carpet treatment. 

The CuatrMan. The British loans are on schedule; aren’t they ¢ 

Mr. Ditton. The British also negotiated with us right after Suez 
to postpone these payments, and they had the right to postpone six 
annual payments, and they have been so far postponing them. 
Whether they will continue to do so I don’t know. 

The Cuatrman. Both those countries’ finances are in a much better 
position than they have been in years 

Mr. Ditton. We will be glad to give you that sort of information, 
Mr. Chairman. It is available in various forms. 

The Cuatrman. I think it will be useful to have it in the record 
that these loans are being repaid, and that payments are coming in 
now. 

If you have a cumulative total of how much has been repaid since 
this type of thing started—— 

Mr. Ditton. We will be glad to work it out. 

The Cuatrman. That will be useful. 

(The information referred to is as follows: ) 





U.S. GOVERNMENT ForEIGN LOANS AND OTHER CREDITS? 


Foreign loans and other credits authorized by the U.S. Government during 
the period from July 1, 1940, through December 31, 1958, totaled $23,593,437,000 
(dollars and dollar equivalent), of which $18,514,172,000 had been utilized. A 


1 Source : Foreign Grants and Credits Report, December 31, 1958, Department of Com- 
merce, table 5, p. S-37. The reports of Mutual Security and the Department of Commerce 
Grants and Credits are not necessarily identical because of a difference in program 
concept. 
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total of $5,901,849,000 of principal and $2,3438,567,000 of interest and commis- 
sions had been collected. Principal outstanding on December 31, 1958, amounted 
to $12,596,430,000. Principal totaling $15,893,000 had been charged off as un- 
collectible, or less than one-tenth of 1 percent of the total amount utilized. 
All principal charged off has been on loans to nongovernmental foreign entities, 
except for currency devaluation chargeoffs on certain credits to foreign 
governments. 

In general, the record of collections made on these U.S. Government foreign 
loans and credits is good, as can be seen by examining the major categories of 
credits extended during the World War II and postwar period. 


BRITISH LOANS 


The British loan of $3,750 million was extended under the terms of the 
Anglo-American Financial Agreement of 1945. As of December 31, 1955, prin- 
cipal repayments on the loan totaled $330,607,000. Interest payments of $4389,- 
564,000 had been made. There are no principal or interest payments due and 
unpaid. The 1956 annual payment of interest and the 1957 installment of both 
principal and interest were deferred under the terms of an amendment to the 
Anglo-American Financial Agreement, agreed to April 20, 1957. The 1958 in- 
staliment of $123.1 million of principal and interest was paid in full. 


LEN D-LEASE 


Lend-lease settlement agreements thus far reached with foreign governments 


interest. As of December 31, 1958, total payments and credits made on the 
principal accounts under these agreements amounted to $454,941,504.68, and 
interest in the amount of $214,118,657.95 had been paid. Principal due and 
vnpaid amounted to $48,157,977.68; interest due and unpaid totaled $11,381,- 
455.50. The following lend-lease accounts are in arrears: U.S.S.R., Republic of 
China, Ethiopia, Iran, and American Republics. These figures are exclusive 
of lend-lease silver and cash accounts. 

During World War II, $291,401,010.10 worth of silver was loaned to various 
governments under lend-lease. Most of the governments have returned or have 
made arrangements to return the silver in kind to the United States. As of 
December 31, 1958, $217,185,713.32 worth of the returned silver had been assayed. 

As yet, agreements have not been reached with the U.S.S.R., China, Saudi 
Arabia, and Greece for settlement of their accounts for lend-lease aid furnished 
by the United States prior to V-J Day. 


SURPLUS PROPERTY 


Out of a total of $1,197,312,252.79, plus interest, originally owed to the United 
States under the surplus property credit agreements entered into by foreign 
governments after World War II, $499,417,719.77 had been paid by foreign 
governments as of December 31, 1958. Additionally, $185,500,500. 08 had been 
received as interest on these accounts as of that date. Installments totaling 
$36,435,388.89 comprised of $27,813.878.19 on principal and $8,621,510.70 in 
interest, are past due and unpaid on certain accounts. These accounts include 
those of three Communist satellites: Czechoslovakia, Hungary, and Poland plus 
Iran, Ethiopia, South Korea, and the Republic of China. 


EXPORT-IMPORT BANK 


The Export-Import Bank, acting for its own account as authorized by Export- 
Import Bank Act of 1945, as amended, had authorized loans and credits totaling 
$9,573,954,530.06 as of December 31, 1958, of which $6,586,387,884.33 had been dis- 
bursed. It had collected repayments of $3,272,345,977.17 of principal. Since 
its inception in 1934, the Bank has charged off losses totaling $2,872,000 which is 
less than one-twentieth of 1 percent of total loan disbursements. Delinquent 
loans, upon which eventual repayment is expected, totaled $10,952,049.71 at the 
end of 1958. Principal and/or interest payments are in arrears from foreign 
governments and other foreign entities in the following countries : Bolivia, Brazil, 
Colombia, Honduras, Mexico, Peru, Republic of China, Turkey, and the United 
Arab Republic. 
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MUTUAL SECURITY 


Foreign loans authorized under the Mutual Security and related Acts totaled 
$3,026,094,000, as of December 31, 1958. Of ‘this amount, $2,490,539,000 has been 
disbursed. These loans fall into the following categories: Development Loan 
Fund, which accounts for $5,913,000 of the total amount disbursed ; mutual secu- 
rity and Marshall plan program loans, which account for $2,337,928,000; and 
deficiency and basic materials development loans, which accounts for $146,698,- 
000. At ‘the end of 1958 repayments of principal on all categories of loans totaled 
$136,207 ,000 ; interest payments amounted to $267,986,000. 

There are no payments of principal in default on Development Loan Fund 
loans Or mutual security and Marshall plan program loans. Payments of 
interest totaling $186,000 are due and unpaid on program loans to Afghanistan 
and the United Arab Republic. Payments of principal and interest on program 
loans to Turkey which were originally scheduled to begin in 1956 have been 
rescheduled for future repayment. 

Payments of $79,457,000 in principal and $21,277,000 in interest have been 
made On loans for deficiency and basic materials development projects. These 
projects were designed to foster economic development abroad while also pro- 
viding increased supplies of certain strategic materials for the United States, 
Loans were made from appropriated dollar funds and Government-held counter- 
part funds and were to be repaid by delivery and strategic materials to the 
General Services Administration. Loans for mineral exploration projects were 
made with the stipulation that they were not to be repaid if mineral resources 
were not actually found, Also, certain of the exploitation projects failed to 
produce sufficient materials to repay the loans. For these reasons a total of 
$7,659,000 of these loans has been charged off as uncollectible, and $3,503,000 
of the remaining principal is dve and wnpaid. 


DETAIL OF LOANS IN DEFAULT OR PAST DUE 


(a) Mutual security 

There are no defaults or delinquencies in the payment of principal on Marshall 
plan and mutual security program loans or on Development Loan Fund loans. 
Payment of principal and interest on program loans to Turkey which was due to 
begin in 1956 has since been rescheduled for later repayment, taking into account 
the Turkish balance of payments situation. 

Some defaults and delinquencies do exist with regard to credits extended under 
ICA materials development contracts administered by the General Services 
Administration (GSA). On March 31, 1959, these credits amounted to $117,245,- 
081.49 (dollars and dollar equivalent). These credits were financed with ap- 
propriated dollar funds and Government-held counterpart funds and generally 
were to be repaid by the delivery of strategic materials to GSA. Principal and 
interest payments reported include estimated values for commodities delivered. 
Principal repayments to March 31, 1959, totaled $77,673,669.69; interest pay- 
ments amounted to $16,740,262.06. Of the total amount of credits extended, 
$4,578,828.76 has been written off by GSA as uncollectible. Net losses on credits 
denominated in foreign currencies due to exchange rate fluctuations have 
amounted to $2,621,996.14. The exact amount of payments in arrears in any 
particular case is impossible to ascertain, as the terms of the contracts generally 
called for repayment to be made by delivery of specific minerals as they become 
available to the contractor. 

The following summarizes the status of current ICA development contracts, 
administered by GSA, under which payments are in default or are delinquent, as 
of March 31, 1959: 

1. France.—Credits were extended under five contracts with French firms to 
finance a search for new industrial diamond deposits in Africa. These explora- 
tions generally proved unsuccessful, and contract repayments, which were to be 
made in diamonds, are in arrears. Credits extended totaled $3,246,915.49. 
Principal repayments have amounted to $451,526.89; interest payments totaled 
$429,153.27. Two of these contracts have been amended by agreement to provide 
for repayment in francs rather than in industrial diamonds. Payments are being 
made under the new schedules. A similar agreement is now being negotiated with 
the company holding the other three contracts. 

Payments are in arrears under a contract with another French company which 
mined beryl in Morocco. Repayments were made in kind until the beryl deposits 
were exhausted. The original credit amounted to $91,982.86; payments of 
$12,060.41 in principal and $4,728.86 in interest were made. 
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Devaluation of the French franc has resulted in a loss of $1,507,358.42 op 
16 development contracts which were financed with French francs. 

2. Germany.—Credits totaling $392,380.95 were extended to three German firms 
for the exploitation of lead, —, and fluorspar deposits. Principal repayments 
have amounted to $114,938.18; interest payments totaled $28,344.85. The bal. 
ance of principal outst: va wi is charged off by GSA after repeated attempts 
to make collections failed. The Justice Department has begun litigation in ap 
attempt to collect the amount due. 

3. Greece.—Payments made by a Greek firm which exploited manganese ore 
under a development contract are in arrears due to the fact that the ore jg 
now of such poor quality that operation of the mines has become uneconomic. 
A eredit of $20,000 was extended. Payments of $4,558.65 in principal and 
$908.02 in interest were made. 

Another Greek firm which contracted to develop lead and zinc mines also 
failed to extract sufficient minerals to repay its obligations. A credit of $1,227, 
006.73 was originally extended, and $135,000 in principal and $47,390.47 in interest 
has been paid. As a result of the failure of the mines, $433,503.36 of the 
original obligation was written off. The balance in principal is being paid, 

The contract with a Greek firm which mines chromite is presently being 
renegotiated in an attempt to place it on a firm repayment basis. Payments are 
now in arrears. The credits extended totaled $877,497.02, of which $174,515.69 
has been repaid. Interest payments amount to $62,378.60. 

A total of $983,108.15 has been lost on contracts with Greek firms due to 
devaluation of the Greek currency. 

4. Italy —Payments from an Italian company which mines lead, zinc, and 
cadmium are in arrears due to the drop in the world market price of lead and 
zine. Credits extended to this company under two contracts amounted to §$2,. 
278,180.00. Repayment of principal totaled $1,495,103.87; interest payments 
amounted to $225,207.90. Full repayment is expected, as these credits were 
guaranteed by the Italian Government. 

5. Portugal.—Balances due under contracts awarded to seven Portuguese com- 
panies for the development of tungsten and lead resources have been written 
off by GSA after repeated unsuccessful attempts to obtain payment. Credits 
totaling $1,151.503.08 were originally extended: payment of $282,113.96 in 
principal and $29,261.94 in interest was made. Litigation in regard to these 
contracts has been instituted by the Justice Department. 

6. Turkey.—A loss of $43,847.58 was suffered on one contract financed with 
Turkish lire as a result of the devaluation of the Turkish currency. 

7. United Kingdom.—A British firm which was given a contract and a credit 
to seek industrial diamond deposits had no more success than the French firms 
in the same field. The total amount extended in foreign currency, $105,881.22, 
has been written off by GSA. A dollar credit of $22,255.87 remains outstanding. 

A credit of $103,384.40 to a company which sought to mine asbestos has also 
been written off as uncollectible. The U.S. claim against the latter company 
is now the subject of litigation. 

A British company which mined mullite is in arrears on its payments under 
a development contract. The company is in fact bankrupt and further payment 
is not expected. The credit extended to the company amounted to $112,000. 
Repayment of $8,181.98 was made; interest payments amounted to $31,692.92. 

An interim agreement has been reached with a British firm mining copper 
and lead to allow repayment under its contract in sterling rather than in com- 
modities. Payments are presently in arrears, and the mines are expected to 
shutdown soon due to exhaustion of resources. The U.S. Government holds 
a first lien on the mine property. The credits extended amounted to $2,200,000; 
principal repayments totaled $343,984.01 and interest payments amounted to 
$492,319.17. 


(hb) Lend-lease and surplus property accounts (as of December 31, 1958) 

China.—Surplus property—Agreement of May 15, 1946, as amended: $2,507, 
678.23 ($1,496,653.29 on principal and $1,011,024.94 on interest) is past due and 
unpaid. This amount is payable in U.S. dollars. China has made no dollar pay- 
ments on this account. However, a credit of $122,085.08 for services rendered 
by the Kiangnan Dockyard from March 19, 1947, through November 19, 1948, 
was applied to the account. Regular annual billings are made by the Department 
of State, the last one on May 13, 1959. 

Lend-lease—Pipeline agreement of June 14, 1946: This covers lend-lease 
assistance to China after V-J day. $27,860,992.76 ($16,781,656.20 on principal 
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and $11,079,336.56 on interest) is past due and unpaid. This amount is payable 
in U.S. dollars. In 1947-48, China paid a total of $3,356,331.24 and has paid 
nothing since that time. Regular annual billings are made by the Treasury 
Department, the last on June 17, 1958. The current billing is being prepared. 

It has been agreed with China that these accounts could be included in an 
overall settlement of World War II accounts. Pending such a settlement, China 
js obligated by the agreements to pay the annual installments as they become 
due. It has not been feasible to undertake overall settlement negotiations with 
China but the Department raises the issue with the Chinese Government from 
time to time. The last note was sent on January 21, 1958, and another will be 
dispatched shortly. 

wechoslovakia.—Surplus property—Credit agreement of May 28, 1946: 
$2,176,392.03 ($1,363,563.04 on principal and $812,828.99 on interest) is past due 
and unpaid. This amount is payable in U.S. dollars but the United States has 
the option to request accelerated payments in Czechoslovak currency. In a note 
dated September 15, 1953, the Czechoslovak Government informed the Depart- 
ment it had decided to suspend payment on this account for the present time 
pecause of certain measures which had been directed against Czechoslovak prop- 
erty in the United States. The Czechoslovak Government was informed in the 
Department’s note dated October 5, 1953, that such action was contrary to the 
terms of the agreement and requested that steps be taken promptly to pay this 
long overdue account. This matter has been discussed with the Czechosiovak 
Government in connection with other outstanding economic issues between the 
United States and Czechoslovakia. The Treasury Department sends the regular 
annual billings, the last on June 20, 1958. The current billing is under prepara- 
tion. 

Ethiopia.—Lend-lease—settlement agreement of May 20, 1949: $27,800.63 on 
principal is technically past due and unpaid. However, this should not be 
considered past due in the ordinary sense as it is available to the United States 
upon request. The funds will be used to finance future buildings operations in 
Ethiopia. 

Hungary.—Surplus property—credit agreements of April 24, 1946, July 25, 
1946, and March 27, 1947: $3,121,724.34 on principal is past due and unpaid. 
Hungary has not paid any dollar installments as called for by the agreements. 
However, as required by the agreement the Hungarians have, in response to 
U.S. requests, paid the equivalent of $8,420,502.41 in Hungarian currency to 
defray U.S. expenses in Hungury. The last payment was made on December 8, 
1958. The Treasury Department makes the regular annual billings, the last on 
July 1,1958. Thecurrent billing is under preparation. 

Indonesia.—Surplus property—credit agreement of May 28, 1947: There is an 
arrearage of $1,563,492.88 ($1,557,485.82 on principal and $6,007.06 on interest) 
on this account. This should not be regarded as a default by Indonesia. There 
is a dispute as to the total principal obligation under the agreement. This has 
been under review and negotiation for several years. Meanwhile, Indonesia 
pays on account annually the amount it considers due according to its caleula- 
tions. When a settlement of the dispute is reached, Indonesia undoubtedly will 
discharge its obligations as agreed. The last payment on principal and interest, 
totaling $3,032,032.52 was made on July 1, 1958. 

Korea.—Surplus property—initial financial and property settlement agree- 
ment of September 11, 1948: $2,487,814.80 on interest is past due and unpaid. 
This amount is payable in Korean currency. The principal is payable upon 
request of the United States. In recent years, there has been no occasion to 
request any principal payments. Korea stopped paying on the interest account 
in 1954. The last regular annual billing was sent by the Treasury Department on 
August 21,1958. The current billing is under preparation. 

Turkey—Surplus property—Credit agreement of February 27, 1946, as 
amended: A balance of $15,137.92 on principal is past due and unpaid. Turkey 
paid a total of $6,633,122.70 on this account but, for reasons not known to the 
United States, has not remitted this small balance. The Treasury Department 
bills Turkey for this amount annually and the Department of State has raised 
the issue with the Turkish Government from time to time. The last billing was 
sent on June 17, 1958. The current one is under preparation. 

U.S8.8.R.—Lend-lease—Pipeline agreement of October 15, 1945: $30,338,916.23 
($30,036,767.49 on principal and $302,148.74 on interest) is past due and unpaid. 
This amount is payable in U.S. dollars. The arrearage results from the U.S.S.R. 
making what the United States considers to be partial payments on account each 
year. The U.S.S.R. arbitrarily deducts amounts to which it claims it is 
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entitled as compensation or damages for the failure of the United States to 
complete deliveries under the agreement. In line with its usual practice, the 
Treasury Department applies the partial payments first to interest past due, to 
interest due on the current installment, and then to principal due. The U.S.S.R. 
has paid a total of $63,108,464.96 on this account, all of which has been applied 
against interest and past due interest. The Treasury Department regularly 
bills the Soviet Government for the amount which the United States considers 
due and payable. The last payment amounted to $9,340,183. 

American Republics, Peru.—Lend-lease—Settlement agreement of November 
25, 1954: An amount of $300,000, which was past due and unpaid on principal, 
was paid on April 27, 1959. 

Iran.—Lend-lease—Agreement of December 20, 1945: An amount of $711,753.36 
on principal is past due and unpaid. This amount is payable in U.S. dollars, 
Iran paid $7,829,287.39 against a total obligation of $8,541,040.75. The Iranian 
Government is on notice that the United States considers this amount past due 
and payable. 

Surplus property—Credit agreement of December 12, 1945, March 17, 1946, 
March 11, 1947, and July 29, 1948: A total of $22,482,923.11 ($18,129,088.20 on 
principal and $4,303,834.91 on interest) is past due and unpaid. This amount 
is payable in U.S. dollars except under the agreement of July 29, 1948, the 
United States has the option to request accelerated payments in Iranian cur. 
rency. Iran paid a total of $1,076,871-28 on these accounts. The last payment 
was made in March 1951. There is a reluctance on the part of Iran to make 
payments because the bulk of this obligation is for supplies and equipment of 
military types similar to that which the United States has granted to certain 
governments. From time to time since 1954, Iran has expressed informally the 
hope that the outstanding balances on these accounts could be cancelled. The 
United States has demurred to this. 

Poland.—Surplus property—Credit agreement of April 22, 1946: $2,130,913.08 
on principal is past due and unpaid. This amount is payable in U.S. dollars but 
United States has the option to request accelerated payments in Polish cur. 
rency. For some years there was a dispute over whether interest was payable 
in dollars or Polish currency. In July 1958 the Polish Government agreed with 
the U.S. view that the agreement called for payment in dollars. Since that 
time efforts have been directed toward reaching agreement on the method of 
funding the arrearage which Poland has agreed to pay. In the meantime, the 
Treasury Department sends the regular annual billing, the last on June 23, 
1958. The current billing is under preparation. 





(c) Export-Import Bank 

During its more than 25 years of operations the Export-Import Bank has au 
thorized a total of $10.2 billion of loans, guaranties, and insurance. Of this 
total, $6.78 billion has been disbursed, $3.42 billion has not yet become due, 
and $3.36 billion has become due and has been repaid. 

Total defaulted loans less recoveries of principal to date amount to $3,023- 
471.51, of which $2,895,491.32 has been charged off and $127,980.19 has been fully 
reserved but not yet charged off. The Bank’s undivided profits carried as a 
reserve against future losses stand at $528,400,000 after allowance for the 
chargeoffs and reserved amount set forth above. 

Payments of principal which were past due as of May 15, 1959, and which 
had not been received within the ensuing 2 weeks are carried as delinquent and 
totaled $13,088,574.77. Inasmuch as many of these delinquencies are in modest 
amounts, are of short standing, and frequently are cured by receipt of payments, 
they have not as yet been charged off or specifically reserved. 

Defaults and delinquencies in the payment of principal have been as follows, 
by country: 

1. Africa.—One credit to a private borrower in Portuguese West Africa was 
in default in the principal amount of $31,504.67 (after payment of $33,495.33 had 
been received) for commercial reasons; and one credit to a private borrower in 
Egypt is delinquent in the principal amount of $6,824.28 for commercial reasons. 

2. Asia.—Four credits to the Chinese Nationalist Republic are delinquent in the 
principal amount of $10,976,759.55, the electric power railroad, coal mining, and 
other facilities on the mainland which they helped to finance, having passed 
beyond its control (total loans disbursed to the Chinese Nationalist Republic 
amounted to $202,044,142.04, of which $172,493,536.22 has been repaid, together 
with $23,853,257.73 in interest). 








al 
se 


ar 
80 
pr 
or 


pé 
cr 


cil 
of 
to 
pé 





s to | 


the 


SR, 
lied 
arly 


ders 


aber 
pal, 


3.36 
ars, 
lian 


due | 


) on 
unt 

the 
cur- 


rent | 


ake 
t of 
tain 

the 
The 


but 
cur: 
able 
vith 
that 
1 of 
the 
23, 


au- 
this 
lue, 


23,- 
ully 
sa 
the 


lich 
and 
lest 
nts, 


W's, 


was 
had 
r in 
ns. 
the 
and 
sed 
blic 
her 


MUTUAL SECURITY ACT OF 1959 1277 


8, Europe.—A credit to the Polish Government is in default in the principal 
amount of $1,117.61 (after payment of the equivalent of $2,874.35) as a con- 
sequence of payment in Dutch florins in 1940 in lieu of U.S. dollars. 

4, Latin America.—In Argentina two exporter credits to private borrowers 
are delinquent in the total principal amount of $4,120.80 for commercial rea- 
sons. In Bolivia four credits to a Government entity are delinquent in the 
principal amount of $488,235.29 because of foreign exchange difficulties, as is 
one exporter credit in the principal amount of $36,490.40. One loan to a private 
porrower in Brazil is in default in the principal amount of $127,980.19 (after 
payment of $15,000) for commercial reasons, and two loans and eight exporter 
eredits are delinquent in the principal amount of $621,003.35 for similar reasons. 
Three exporter credits to private borrowers in Cuba are delinquent in the prin- 
cipal amount of $25,546.58 for commercial reasons. A credit to the Republic 
of Haiti is delinquent in the principal amount of $50,000. In Mexico two loans 
to private entities are in default in the principal amount of $2,557,485.55 (after 
payments totaling $2,515,000), the smaller for commercial reasons and the 
larger because of exhaustion of mineral reserves; a loan to a private entity 
is delinquent in the principal amount of $661,337.16 for several reasons, one of 
which is near exhaustion of mineral reserves; and three exporter credits to 
private entities are delinquent in the principal amount of $38,905.89 for com- 
mercial reasons. One exporter credit to a private entity in Panama is delin- 
quent in the principal amount of $4,326.48 for commercial reasons. In Peru 
one loan and one exporter credit to private entities are delinquent in the prin- 
cipal amount of $172,330.54 for commercial reasons. One loan to a private 
entity in Uruguay is in default in the principal amount of $9,507.05 (after 
payment of $56,567.27) due to commercial reasons. One loan to a private 
entity in Venezuela is in default in the principal amount of $272,345.72 (after 
payment of $6,000) ; and one exporter credit to a private entity is delinquent 
in the principal amount of $2,694.45 for commercial reasons. Finally, two 
defaults of principal in a miscellaneous credit to private entities in Latin 
America totaled $23,530.72 (after payment of $8,064.68). 

Senator Lauscur. Does that cover just the Development Loan 
Fund, or other agencies ? 

The CuatrMan. No; international debts of various kinds, the Mar- 
shall plan in particular; the British loans, and there were one or two 
special loans to France. 

Mr. Dizt0on. The Export-Import loans. 

The CHarrmMan. People make very broad statements to the effect 
that these countries never repay their loans. I think we want to get 
the truth about the situation in the record. 

Mr. McInrosu. If you have been talking about the old outstanding 
loans, I think you can say also that the loans being made by the De- 
velopment Loan Fund, we are confident these loans will be repaid. Of 
course, many of them will be repaid in local currency, but every loan 
we have entered in we feel will be repaid. 

The CHarrMan. It is true they are a little different, but neverthe- 
less this past record bears upon the attitude and the integrity and seri- 
ousness of purpose of these borrowers. 

I think there is a general attitude among some Americans that all 
loans to foreigners are no good, and we ought not to finance them. 
I think it is useful to know if they aren’t any good, don’t you? 


COMPLEXITY OF USE OF LOCAL CURRENCIES 


Mr. Ditton. Mr. Chairman, may I say one other thing so as to 
complete the story a little bit on this use of local currencies ? 

This is, as you have said, a complex problem. I might cite one 
instance to show what we mean. Take the case of India where their 
currency is presently not fully convertible, where they are running 
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this big development program, which is most important. It is very 
probable that in 2 or 8 years, as this steel program of theirs comes to 
fruition, that India may well have a modest export surplus of steel, 
which they will export and for which they will get paid in foreign 
exchange, and which they will then use to the further needs of their 
development plans. 

At that time they will still need to be borrowing sums to carry out 
that development plan. We could require them to let us use Indian 
rupees to take this steel out of India, to use in a neighboring country 
perfectly well, but that would only mean that their foreign exchange 
resources had been decreased to the extent we did that because they 
haven’t been able to sell it for cash, so that their needs for foreign 
exchange would be increased by an equivalent amount. 

So it is a very complex problem. The mere fact there is something 
available in a country which could be used outside isn’t the sole an- 
swer to the thing, because you have to keep up their own earnings of 
foreign exchange. 

The Cuatrman. So long as she has a heavy deficit. 

Mr. McIntosu. We wouldn’t expect to use local currency to buy 
export products. 

Senator Kennepy. Might I ask what are you going to do with that 
local currency if we can’t transfer it back into dollars, In the case 
of India I can’t visualize how their currency could be used, in the 
Middle East, say, for iron to make railroad tracks, without taking 
away from their foreign exchange. 

How do you get the money out of there? 

Mr. Ditton. I think in the instance you wouldn’t get it out, you 
would relend it in India for local projects, and our hope is India 
being relatively advanced we might, the currencies may gradually 
become convertible, maybe 10, 15, 20 years, then we could maybe get 
some of it out. 

A country much nearer to that where we are presently operating is 
Spain. Spanish currency is not convertible now, but Spain is just 
in the process of trying to join the OKEC, and join the whole Euro- 
pean system of liberalizing her trade, and as that happens, it is very 
likely that over a period of a few years her currency would become 
as convertible as the other European currencies, in maybe 5 years, 
and at that time our Spanish pesetas would be as useful as French 
francs or German money or anything else. So there is a place where 
it might be relatively simple. 

The CuarrmMan. Well, I believe that is about all the questions we 
wish to ask at the moment. 

Do you have anything you would like to volunteer ? 

Mr. Ditton. No, Mr. Chairman. I would like to say this: that as 
these hearings come to a close, not only for myself personally, but 
the rest of us in the Department of State and all witnesses for the 
executive branch would like to thank you and all the other members 
of this committee for the courtesy and thoroughness with which we 
have been received, and to tell you that we deeply appreciate the at- 
tention and time you have given to this program. 
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NEED FOR PRESIDENT’S VIEW ON DLF FINANCING 


The CuarrMan. Thank you very much. 

I wish to reiterate that I think it is very important, this matter 
of the method of financing of the Development Loan Fund. 

(Discussion off the record.) 

You have heard what the committee members who were here this 
morning said. I cannot commit everybody, but all those who spoke, 
at least, spoke about that. You have seen what has been in the 
paper. There have been several of the most prominent and impor- 
tant commentators, such as Walter Lippmann, who endorsed this 
idea and many of the public witnesses endorsed this matter last 
Thursday and Frid: ay. If that record has been called to your attention, 
you will note that many endorsed the long-term aspect of it. In other 
words, this is import: int. If you are not going to finance it with a 
public debt transaction—you certainly can’t get $5 billion or $7 billion 
at once—you are going to come in and ask for a little each year, and 
you will go through exactly the same procedure you are now. You 
cannot say you have a 5-year program when you still have to go 
through the usual procedures. 

So I just want to repeat again that I think the President ought 
to resolve this difference whic h I think exists between the Department 
of State and the Treasury. Treasury, of course, is not responsible for 
foreign policy. I think it is the President’s duty, for whatever it is 
worth, to resolve this difference for our guidance. We ought to know 
before the bill reaches the Senate floor what is going to be the attitude 
of the Government, what the President is going to think about it. 

(See pp. 1296-1298 for correspondence with President Eisenhower 
on this subject. ) 

(Procedural discussion. ) 

That is all, unless there is something else. 

Does anyone have any suggestion ? 

(No response. ) 

Thank you very much, Mr. Secretary. 

Mr. Ditton. Thank you, Mr. Chairman. 

(Whereupon, at 12: 05 a.m., the committee adjourned, to reconvene 
at 10:30 a.m., Tuesday, May 26, 1959, in rom 4221, New Senate Office 


Building.) 
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EXECUTIVE BRANCH STATEMENT ON FOREIGN CURRENCIES OWNED OR CONTROLLED 
BY THE UNITED STATES 


As a result of U.S. foreign economic programs since World War II there have 
been created in many foreign countries several. kinds of money deposits which 
are either owned by the U.S. Government or over which the U.S. Government 
has some degree of control. 

In public and congressional discussions concerning our foreign economic rela- 
tions many questions are asked about these deposits of foreign money. Why 
are they so large, and why can’t they be spent faster for desirable projects? 
Why can’t they be used as a substitute for additional U.S. dollar assistance, 
thus enabling a reduction in the foreign aid program to the benefit of the Ameri- 
can taxpayer? Why can’t the United States obtain a larger direct benefit from 
these deposits of money ? 

It is the purpose of this paper to explain how these foreign money deposits 
came into being, the purposes they are intended to serve, the economic and 
legal limitations which inhibit their use, and the principal problems involved 
in their administration. 

{It should be said at the outset that the considerations set forth in this paper 
apply most strongly to the foreign currency accumulations in the relatively few 
countries which receive the bulk of mutual security economic assistance or 
Public Law 480 commodities. In general, the supply of U.S.-owned foreign 
currencies is less than is required to meet the needs of U.S. agencies. The 
Government annually purchases more than $1.5 billion worth of foreign curren- 
cies for U.S. Government use abroad. The bulk of this requirement is for our 
military establishments overseas and for the most part is for foreign currencies 
of the industrialized nations of Western Europe and of Japan. ] 


I. KINDS OF FOREIGN MONEY DEPOSITS 


Foreign money deposits owned or controlled by the United States are of four 
kinds,» which are properly known by the four separate names used in this 
paper : 

First, and most important, there are the deposits of foreign money which have 
been acquired by the U.S. Government in payment for the sale to foreign coun- 
tries of surplus agricultural commodities pursuant to the Agricultural Trade 
Development and Assistance Act, or Public Law +80. These deposits are owned 
by the U.S. Government and are called Public Law 480 local currency. Sales 
agreements totalling the equivalent of $3.3 billion had been signed as of Decem- 
ber 31, 1958, under which $2.5 billion had been collected, $1.1 billion had been 
used. The amount remaining in U.S. Treasury accounts as of that date was 
$1.4 billion. A detailed statement of the status of these deposits is set forth 
inappendix A. 

Second, there are the deposits of foreign money in special accounts estab- 
lished by foreign governments in an amount equivalent to, or the counterpart 





1In addition to the four major categories discussed in this paper, the United States does 
receive other foreign currencies. ‘These include the proceeds from the disposal of World 
War II surplus materiel and lend lease settlements, country contributions toward the 
administrative and other expenses of common defense programs, receipts under the USIA 
informational media guaranty program, consular receipts, interest on deposits, and the 
share of mutual security counterpart which may be used for general administrative ex- 
enses. These sums are generally relatively small, and may be used through sales by the 
reasury to agencies with operating expenses in the countries. These sales are charged 
to that agency’s appropriation and credited to miscellaneous receipts of the Treasury. 


1281 





1282 MUTUAL SECURITY ACT OF 1959 


of, grant dollar aid received from the United States under the mutual security 
program.” These deposits are called counterpart funds. Such deposits are not 
owned by the United States.” They are owned by the foreign governments 
concerned, but may be used by them only with the concurrence of the United 
States. Their amount as of June 30, 1958, was $796 million. <A detailed state 
ment of their status is set forth in appendix B. 

Third, there are the deposits of foreign money which have been acquired by 
the U.S. Government in payment for the sale to foreign countries of surplus 
agricultural commodities pursuant to section 402 of the Mutual Security Aet, 
These deposits are called section 402 currencies. While these deposits, like 
Public Law 480 local currencies, are owned by the U.S. Government they differ 
from Public Law 480 local currencies in that the statute requires that they must 
be used exclusively to assist countries receiving aid under the Mutual Security 
Act. Their amount as of June 30, 1958, was $273 million. <A detailed statement 
of their status is set forth in appendix C. 

Fourth, there are the deposits of foreign money received by the U.S. Govern. 
ment in repayment of interest and principal on certain loans made to foreign 
countries under the mutual security program, certain loans made to foreign 
countries by the Development Loan Fund, and loans made to foreign countries 
in Public Law 480 local currencies. These deposits are owned by the U.S. Gov- 
ernment and are called Foreign Currency Repayments. Their total amount as 
of December 31, 1958, was very small, for the reason that the schedules of loan 
repayments extend over a considerable number of years in the future. A de 
tailed statement of their status is set forth in appendix D. 


If. COMMON CHARACTERISTICS OF FOREIGN MONEY DEPOSITS 


Whatever they may be called, and whether they are owned by the United 
States or foreign governments, the foreign money deposits described in this 
paper are strictly limited in their uses, both economically and legally. For 
the most part they are not like the dollar, which may be exchanged for goods 
anywhere in the world. They are inconvertible currencies, which means that 
they must be spent, with very few exceptions, only within the country which 
issues them and then only for specified limited purposes or by agreement of the 
government of the country concerned. 

For example, Public Law 480 local currency cannot be used to provide addi- 
tional physical resources for use in the country in which it is generated, for the 
reason that is cannot be used to import goods and services into that country, 
Thus, when the United States sells American wheat to India and receives Indian 
rupees in payment, those rupees can only be used to buy something already in 
India and cannot be used to buy more wheat or other goods from the United 
States or elsewhere outside India. Indeed, if Indian rupees were acceptable 
payment to American wheat exporters (who demand dollars) there would be no 
need for a Public Law 480 program for India. 

Countries like India, in short, do not have the international means of payment 
to buy all the imported goods that they need. Additional economic resources 
can be brought into these countries from the outside only by using dollars or 
other convertible currencies which can be used for importation. Local cur- 
rency generated in a country cannot meet this requirement for new resources. 
By the same token, the use by the United States of a country’s own currency 
to export goods and services from that country to other countries would in effect 
take away the assistance originally given. The country would have no net 
increase in resources and our purpose in helping the country in the first place 
would be defeated. 

A country’s own currency, far from being a resource to that country, is a 
claim against its existing resources. It is to the country the same as a check- 
book is to an individual bank account; having more checks does not create more 
resources in the bank. Neither does expanding the currency supply make more 
resources available in the country. 


2In some cases the deposits are in amounts commensurate to the dollar value of the aid 
commodities provided (particularly where the commodities were used directly. by the 
receiving government), and in other cases they are in amounts equivalent to the foreign 
currency proceeds to the recipient country from the import and sale in private channels in 
the country of mutual security program financed commodities, 

® Except for a small portion set aside for U.S. administrative expenditures which is not 
significant for the purposes of this paper. See appendix B. 
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The foregoing does not mean that these foreign money deposits cannot be used 
in constructive ways. Public Law 480 local currencies, for example, can be useful 
in mobilizing resources already within the country, for economic development 
purposes." They provide the means, without imposing additional tax burdens 
on the people, whereby the governments of less developed countries can purchase 
goods and services within the country for use in investment projects contributing 
to economic development. When such projects require imported goods as a com- 
ponent, local currencies alone cannot do the job and must be combined with 
dollars or other hard currencies which can be used to import the necessary ma- 
terials. In general, local currencies are most useful in covering the labor costs 
of development projects, the materiel for which is imported with aid dollars. 

Circumstances may occur, however,’ in which an attempt by the government 
of the developing country to spend a meaningful amount of these currencies on 
new projects would only lead to a strong inflationary trend endangering other 
projects already underway. When such projects already underway have in fact 
fully employed, together with the normal requirements of the economy, all 
available resources of the kind needed for the new projects, an attempt to 
spend funds on the new projects would only bid up the prices of those resources, 
interfering with existing projects, failing to get the new ones really underway, 
and only resulting in serious inflation of the prices of key resources needed 
for development. Payments made to employ additional labor result in increased 
buying power which competes for the limited supplies of consumer goods in the 
country, thus inflating the prices of such goods and robbing all the people, 
especially the poorer people, of a portion of their purchasing power. 

In such circumstances nothing would be gained by trying to use the local 
eurrencies for additional development, because the availability of the cur- 
rencies does not mean availability of the physical resources necessary to ac- 
complish additional development. When this is the case, the practicable alter- 
natives for sound policy are in effect reduced to: 

1. Sterilizing the local currency funds and leaving them unspent until 
the circumstances change, or 

2. Putting them into existing development activities or the Government’s 
ordinary budget and thus covering its ordinary running expenses or its 
obligations already incurred,’ or 

8. Shifting the use of the funds to types of projects which do not require 
the same kinds of resources needed by development projects already in 
progress and do not involve a major insertion of buying power into the 
economy.” 

To summarize the foregoing, it may be stated as a general proposition ap- 
plicable to the bulk of the foreign money deposits owned or controlled by the 
United States, that: 

1. They cannot be used to import additional goods into the country whose 
currency is involved. 

2. They cannot, with few exceptions, be used to buy up and remove re- 
sources from the country whose currency is involved. 

8. They can be used, to an extent, to promote economic activity within 
the country whose currency is involved by enabling the better mobilization 
of resources already within that country, if the country so agrees. 

4, They can have inflationary effects if spent for the wrong things or in too 
large amounts: or can be used to avoid inflation by sterilizing the funds. 

5. Their use for U.S. consumption (for example for U.S. administrative 
expenses in the country concerned) may deprive the foreign country whose 
currency is involved of an equivalent amount of economic resources. 


‘This assumes that agreement between the United States and the foreign country con- 
cerned can be reached whereby the country undertakes either to increase its overall 
domestic spending or to delete other items in its budget in order to accommodate the 
project favored by the United States. 

®Such as a very large dimension of Public Law 480 currency balances and a domestic 
money supply which is large in relation to existing domestic resources—which is the case 
in a number of countries. 

*It will be recognized that the effect of this action, if inflation is to be avoided, is 
merely to shift the burden of maintaining sterile deposits from the United States to the 
other government, since it would be necessary to withhold an equivalent amount of revenues 
from circulation. 

TIt will also be recognized that this is an alternative of very limited scope and could 
not use major sums without inflationary result. 
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Ill. THE FOUR MAJOR PROGRAMS—-POLICIFS AND PROBLEMS 


1. The Public Law 480 program 

As indicated above, our Public Law 480 program for the sale of American 
agricultural surpluses is the largest of the four programs resulting in foreign 
money deposits. The basic purpose of Public Law 480 is to enable the United 
States to transfer a part of its surpluses of agricultural commodities out of our 
burdensome stocks into consumption channels in foreign countries which are 
not in a position to pay for them with foreign exchange, that is in dollars or 
convertible currencies. Public Law 480 gets around these foreign balance-of- 
payments difficulties by authorizing the U.S. Government to accept inconvertible 
local currencies in exchange for U.S. agricultural surpluses. The result is that 
the United States is enabled to export a larger volume of its surpluses than would 
otherwise be possible and foreign countries are able to import and consume more 
agricultural products than they could otherwise pay for. 

Public Law 480 sales agreements are possible, of course, only because of the 
limitations which the United States is prepared to accept on the use of the local 
currencies which it receives in payment. Under the terms of Public Law 480, 
and of the sales agreements, Public Law 480 local currencies can be used for 
three major purposes : 

1. For the use of the recipient country, chiefly loans and grants for eco- 
nomic development, and grants for military procurement. 

2. For loans to private American enterprises (so-called Cooley amendment 
loans). 

3. For United States uses, including U.S. administrative expenditures with- 
in the country, agricultural marketing programs, international educational 
exchange, purchase of strategic commodities, and other purposes specified in 
the law.® 

Allocations and disbursements of Public Law 480 local currency for these 
various purposes are shown in detail in appendix A. About 64 percent of all 
uses are for the foreign country concerned. 

The negotiation of Public Law 480 agreements providing for the sale of agri- 
cultural surpluses, and the administration of the resulting deposits of Public 
Law 480 local currencies, present a number of policy problems: 

First, there are some who advocate that authority be enacted to permit the 
use by the United States of these currencies for new or expanded programs, 
which would necessitate an increase in the “U.S. use” component of Public Law 
480 local currency sales agreements. It must be remembered, however, that 
U.S. uses mean the U.S. consumption of economic resources in the foreign coun- 
try which that country would otherwise have for its own use. Therefore any 
pressure to increase the U.S. uses component of Public Law 480 local currencies 
meets with resistance on the part of purchasing governments and may impede 
or prevent the conclusion of Public Law 480 agreements and the attendant dispo- 
sition of agricultural surpluses. 

Second, there has been resistance in a few foreign countries to acceptance of 
the “Cooley amendment” provisions requiring that up to 25 percent of Public Law 
480 local currencies be made available for lending to private American enter- 
prise, on the ground that this provision deprives the foreign country of resources 
available to its own nationals, leads to discriminatory lending, and may create 
inflationary lending outside the credit controls of local authorities. In addi- 
tion, in many countries there is a lack of prospective borrowers for Cooley loans. 
However, there is believed to be adequate administrative leeway in the law to 
enable the executive branch to adjust the agreements to take care of these prob- 
lems. 

Third, there has been some difficulty in speeding up expenditures under the 
country uses component of Public Law 480 loeal currencies for economic de- 
velopment purposes. For the first 314% years of the Public Law 480 program, 
local currency funds available for country uses tended to accumulate faster than 
they could be used. Originally, loan agreements were negotiated separately 
after the sales agreements were signed, and were sometimes considerably de- 
layed. For the past 2 years we have endeavored to reach agreement with re- 





6It is the practice in negotiating Public Law 480 sales agreements to provide as much 
as is feasible of the sales proceeds to be available for general U.S. administrative expenses 
in countries where there is a net Treasury requirement. In most agreements with such 
countries this share is more than the 10 percent required by law. There are relatively 
few countries where the amounts of foreign currency available to the Treasury exceed U.S. 
operational requirements in those countries. 
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cipent countries on loan terms, and on other potentially controversial matters 
related to loan administration, at the time of negotiating the sales agreements. 
We have also endeavored to speed up disbursements under loans by stream- 
lining procedures for approving projects for financing under the loans, and by 
delegating more authority to missions in the field for project approvals. During 
the past year the rate of use of Public Law 480 loan funds has begun to catch 
up with the rate of new accumulations, and it is believed that the new pro- 
cedures adopted will help reduce administrative delays in loan disbursements 
to a minimum. 

One other factor which tended to delay the negotiation and conclusion of 
Public Law 480 loan agreements has also been recently eliminated. This is the 
so-called maintenance of value provision of the loans, by which borrowing coun- 
tries were required to agree that in case of a decline in the free market dollar 
yalue of their currencies they would repay sufficient local currency to main- 
tain the dollar equivalent of the loan at the same value after devaluation as 
pefore. Borrowers have naturally been reluctant to undertake an obligation to 
repay more local currency than they actually received under a loan. This re- 
quirement was eliminated by a decision of the National Advisory Council on 
International Monetary and Financial Affairs and it is anticipated that it will 
be easier in the future to negotiate loan agreements. 

Fourth, the utilization of “country use’ Public Law 480 funds is limited by 
the requirement of a Presidential waiver of section 1415 of the Supplemental Ap- 
propriations Act of 1953 in order to make a grant of such funds for economic 
development purposes. If grants of local currency are made for economic 
development, the recipient country is relieved of a requirement to repay and the 
United States avoids increasing accumulations of currencies of limited usefulness. 
Each of the underdeveloped countries in which Public Law 480 local currencies 
tend to accumulate has very large needs for investment for economic develop- 
ment. These include both projects directly productive of revenue and others, 
such as roads, schools, health facilities, and the like which are not directly self- 
liquidating. While the total extent of local currency expenditures in each 
country must be governed by sound fiscal policy, and while the division of such 
expenditures between revenue- and non-revenue-producing projects will reflect 
the country’s assessment of priority of need, there have been suggestions that by 
making more grants of Public Law 480 currencies, attributable to non-revenue- 
producing projects, valuable development might be accomplished, accumulations 
of local currency holdings might be reduced or avoided, and greater political 
credit for our assistance obtained. 

Administrative discretion in making grants of Public Law 480 funds under 
section 104(e) has hitherto been exercised on a limited basis, particularly in 
the light of the legislative history, by the Director of the Buresn of the Budget, 
to whom the President has delegated his waiver authority Waivers to date 
have been made in exceptional circumstances on a case-by-case basis and in 
amounts generally not in excess of 15 percent of the local currency proceeds of 
the Public Law 480 sales agreements. The executive branch is studying the 
possibility of a more extensive use of the waiver authority to permit larger 
amounts of grants of local currency to be made from the proceeds of sales agree- 
ments with selected countries, where such action would be in our national 
interest. 

Finally, it is noted that section 104 of Public Law 480, which authorizes the 
use of sales proceeds for sales purposes, permits some uses by U.S. agencies at 
the discretion of the President, one at the determination of the Secretary of 
State, and others in amounts contained in appropriation acts. As indicated in 
the President’s budget message, proposals for the improvement of this situation 
are under study for submission to the Congress shortly. 


B. Counterpart funds 


Since the beginning of foreign aid, from the start of the Marshall plan to the 
present time, Congress has required that foreign governments receiving grant 
assistance from the United States deposit in a special account an equivalent 
amount of their own money ® which would be the “counterpart” of dollar aid 
received. The purpose of requiring the deposit of counterpart funds has not been 
to provide “payment” to the United States (counterpart funds are owned by the 
foreign governments concerned, not by the United States”). Their purpose has 





® See footnote 1, p. 3. 
Except for small amounts reserved for U.S. administrative expenditures which are 
not significant for the purposes of this paper. See appendix B. 
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been to provide a means whereby the United States would have a voice in the use 
of foreign economic resources in support of the mutual programs for which U.S, 
dollar aid is given. To carry out this objective, it is provided in the agreements 
between the United States and aid-receiving governments that counterpart may be 
used only with the concurrence of the United States. 

Thus, the United States cannot itself spend counterpart for its own or any 
other use, and cannot compel foreign governments to spend counterpart. U.§, 
coneurrence in counterpart expenditures is by law limited to expenditures de- 
signed to promote the purposes of the Mutual Security Act, including economic 
development, budgetary needs, military requirements, etc. 

There are few restrictions imposed by legislation on administrative discretion 
and flexibility in the use of mutual security counterpart funds. However, there 
is one significant restriction which it would be desirable to modify. This is the 
prohibition on the use of such funds to retire indebtedness of aid-recipient 
governments. The executive branch has proposed an amendment which is in- 
tended to modify this prohibition so that counterpart held by a nation we have 
aided may on occasions be used to retire that government’s debt to its central 
bank, when the President of the United States makes a determination that any 
other use would be damaging to the aided country’s economy. 

In general, mutual security counterpart funds, because of the fact they are 
country owned and because the time phasing of their expenditure is closely re- 
lated to the import of commodities, do not present different problems. 

C. Section 402 currencies 

Section 402 currencies, which are owned by the United States and are generated 
through the sale abroad of agricultural surpluses financed with mutual security 
funds, have not presented serious problems of administration. The principal 
problem connected with section 402 has been the difficulty of locating aid- 
recipient countries capable of absorbing an amount of agricultural surpluses 
equal to the minimum which the Mutual Security Act requires be spent in the 
form of agricultural surpluses. 

This requirement has forced a resort to triangular transactions. For ex- 
ample, under section 402 agricultural surpluses are sold to industrialized coun- 
tries such as Germany, France, and Japan for their own currencies, which can 
then be spent in these countries to procure goods and services for export under 
the mutual security program to third countries. The use of these currencies 
of the industrialized countries does not, of course, reduce the need for MSP dol- 
lar appropriations since the surplus commodities must be purchased with such 
appropriations. The dollars which purchase the agricultural commodities for 
sale to the industrialized country are charged againsts the dollar program of the 
underdeveloped third country which will receive the imports from the industrial- 
ized country. For example, section 402 surpluses are sold to France, and the 
French franes are then used to buy French hard goods for import by Vietnam. 
The dollars are part of the Vietnam program. However, although this device 
sounds at first like a good one, is has drawbacks. The underdeveloped coun- 
try can buy only from the particular industrialized country involved. Thus 
selection of goods may be limited, and the country may have to accept less suit- 
able items as well as a price higher than might have been possible from the 
United States or other sources. The process may involve considerable delay due 
to protracted negotiations over the kinds and specifications of items and their 
price. Moreover, and most important, now most European countries have made 
their currencies readily convertible to dollars, the effect of sales under section 
402 to those countries may be to supplant sales of the same commodities through 
possible channels of trade. 


D. Foreign currency repayments 

Deposits of foreign money owned by the United States as a result of repay- 
ments in foreign currency of U.S. loans to foreign countries have not as yet 
created serious administrative or policy problems because the amount of these 
repayments is still small. 
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Nevertheless the accumulation of foreign currencies from this source will 

ow in the future, and legislative provision for their use (with the exception 
of DLF repayments), is inadequate. 

The executive branch has proposed an amendment to section 505(b) of the 
Mutual Security Act which would enable the local currency repayments of 
mutual security loans to be used for U.S. expenditures in the country to the 
extent feasible, and would make available for use by the Development Loan Fund 
any amounts in excess of those needs for U.S. expenditures. Under present 
law the use of these repayments is confined to support of the Fulbright Act 
against dollar appropriations and for congressional purposes. 

The executive branch is preparing a program for the broader use of local 
currency repayments of Public Law 480 local currency loans which it hopes to 
present to the Congress at the next session. 

Appendixes : 

A. Public Law 480 Local Currency. 
B. Counterpart Funds. 

C. Section 402 Currencies. 

D. Foreign Currency Repayments. 


APPENDIX A. Pusiic LAw 480 LocaL CURRENCY 


STATUS OF LOCAL CURRENCIES ACQUIRED BY THE UNITED STATES PURSUANT TO THE 
AGRICULTURE TRADE DEVELOPMENT AND ASSISTANCE ACT (PUBLIC LAW 480) 


Public Law 480 receipts of local currencies are, under the terms of Public 
Law 480 and of sales agreements with foreign countries, divided into three basic 
categories : 

(1) Currencies reserved for the use of the U.S. Government: These uses are 
provided for in Public Law 480 by section 104(a) (agricultural market develop- 
ment) ; section 104(b) (purchase of strategic materials) ; section 104(d) (pur- 
chase of goods for other countries) ; section 104(f) (payment of U.S. obliga- 
tions); section 104(h) (international educational exchange) ; section 104(i) 
(translation and publication of books, ete.) ; section 104(j) (information and 
education); section 104(k) (scientific information and activities); section 
104(1) (acquisition of buildings); section 104(m) (participation in fairs) ; 
section 104(n) (acquisition of books) ; and section 104(0) (support of Ameri- 
can schools). 

(2) Currencies reserved for lending to American private enterprise through 
the Export-Import Bank under the terms of the Cooley amendment: This use 
is provided for by section 104(e) of Public Law 480. 

(3) Currencies allocated for country use—i.e., use of the recipient country— 
on a loan or grant basis: These uses are provided for by section 104(c), 104(e), 
and 104(¢). 

All local currencies received in payment for surplus commodities sold under 
Public Law 480 are owned by the U.S. Government, including the portion which 
has been set aside for the use of the recipient country under the terms of loans 
or grants provided for by the sales agreement. Transfers from the U.S. account 
to the account of the recipient country for such loans and grants take place 
when the recipient country actually draws against the account to cover expendi- 
tures financed under the terms of loans and grants provided for by the sales 
agreement. Thus statistics of Public Law 480 local currencies shown as being 
held by the U.S. Government at any time normally include large amounts which 
are actually held for the benefit of the recipient country until such time as they 
are required to cover expenditures made by the country under loan and grant 
agreements entered into. 

The following table shows the broad breakdown of Public Law 480 currency 
uses among these categories, under the terms of sales agreements signed from 
the beginning of the program in 1954 through December 31, 1958. It should 
be noted (1) that the data represent amounts specified in the agreements and 
not the amounts actually collected, which depend on deliveries of the goods; 
and (2) that slightly less than 65 percent ($2,135 million) of the total amount 
specified in the agreements has been allocated to country uses. 
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Planned uses of foreign currencies under title I, Public Law 480, by category of 
use (cumulative from July 1, 1954, through Dec. 31, 1958) 


[Millions of U.S. dollars equivalent] 


Agreement 
Category of use 


| 
Amount | Percent 





| 

U.S. uses: Total... --- ibe ee meee 1, 009. 0 30.4 
| a 
Public Law 480: 
Section: 

104(a) Market development--. pesos 52.4 L6 
104(b) Purchase of strategic commodities. ‘ ’ 5 ee . 
104(d) Purchase of goods for other countries- - ‘ 38.1 | 11 
104(f) Payment of U.S. obligations ; 4 | 859. 1 25.9 
104(h) International education exchange 4 ba 23.8 | 9 
104(i) Translation and publication Se } 6.1 | 2 
104(j) Information and education | 24. 5 7 
104(e) Loans to private enterprise—Cooley amendment..-- 178.3 _ 
— = ——=—= 
Country uses: Total_-- eal 2, 135.7 64.2 
104(c) Military procurement grant- oa a Ae 273.1 | 8.2 
104(e) Economic grant Lkidackdadetesiantouiks | 216. 5 | 6.5 
104(g) Loans for economic development a ; | 1, 646. 1 | 49,5 
Grand total_.____-- Suan i 3, 323.0 | 100.0 





Source.—Ninth semiannual report on activities carried on under Public Law 480, 83d Cong., as amended, 
appendix table XIV, pp. 51 to 52. Rearranged to show category of use. 


Nore.—Of the total amount of $1,646.1 million set aside under the sales agreements for economic develo 
ment loans to recipient countries, a total of $1,267.4 million was covered by loan agreements signed with 
the recipient countries as of Dee. 31, 1958. By that date cumulative disbursements under the loans had 
risen to $484 million, while $979 million of projects for financing under the loans had been approved. 


The following table shows disbursements of Public Law 480 local currencies, 
as of December 31, 1958, by category of use: 
Disbursements of Public Law 480 currencies as of Dec. 31, 1958, by uses 


{Million U.S. dollars equivalent] 
U.S. uses: 





104(a) Agricultural market development_____.-_...__.___---_-_-- 24.1 
104(b) Purchase of strategic materials_________- pee e SE i 
104(d) Purchase of goods for other countries_________._-______-- 19.3 
104(f) Payment of U.S. obligations._............._-__- ees 360. 4 
104(h) International education exchange___________ sR 3.9 
DSi) ‘Transatious and pupientions..--. ees 0.7 
TOG(7) Jurormetcion and O6huchuu— uo oe ecu. : 5.4 
np ie LA Be ke Se Ly 413.9 

ee ree hs sn a ee ee ie cabese 20.0 








Country uses: 








SOEtC) peucnny procurement. 195. 9 
104(e) Grants for economic development________.__-__-- pate ea 68. 1 
104(g) Loans for economic development__________-_-_-____ Jie. 
ere Sree aun 28) 1ST) Gy ed ere il et 757.2 

pOunr Cormeecrome: 19ee. er, wees 2G a oe ert ce 2, 548.7 
Total disbursements by Treasury, Dec. 31, 1958__..._._______________-_ 1, 191.1 
talance held by Treasury, Dec. 81, 1958_____.________________ _... 1808s 


Note.—Figures rounded to nearest hundred thousand; do not necessarily add to totals. 


Source: Data from Status of Funds Under Title I, Public Law 840, as Amended. 
Cumulative From Inception Through Dee. 31, 1958 (stated in equivalent U.S. dollar 
value), quarterly report prepared by Treasury Department. 
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The table below describes the status of Public Law 480 local currencies, on a 
country-by-country basis, as of December 31, 1958. It will be noted that actual 
collections of local currency, reflecting completed deliveries of surplus agricul- 
tural products, amounted to only $2,350 million as of September 30, 1958, whereas 
the amounts specified in Public Law 480 agreements totaled $3,323 million on 
December 31, 1958. This difference is accounted for by three things: (1) the 
total agreement amounts include amounts specified in many agreements under 
which deliveries where incomplete as of September 30; (2) in some cases where 
delivery had been completed shortfalls occurred, i.e., recipient countries actually 
purchased less than the amounts specified in agreements; and (3) there have 
been inaccurate estimates of costs in the agreements, which can only approximate 
unit prices and ocean transportation costs. (By Dee. 31, 1958, total collections 
had risen to $2,548.7 million. ) 


Status of foreign currencies under title I, Public Law 480 


[Million dollars equivalent] 














Agreement | Allocations | Collections Disburse- 

amounts | by Budget through ments by 

Country ! through | Bureau Sept. 30, | agencies 

| Dee. 31, through 1958 § | through 

| 1958 Sept. 30, | Sept. 30, 

195823 | 1958 4 

Appemtina..........- pit d douvbnbblisun ckinbeece 31.1 30.7 | 29.3 7.2 
a ala ai d's ‘ 42.9 | 40. 2 | 35. 4 14.6 
is cnc uuncancee’ a kerri asset 179.9 | 171.2 | 78.8 38.3 
Get di whaccusgsccucdscuwecticndkdeccecus 40.7 37.6 21.7 1.7 
Rina S 25 -- 26 wna ren shine nese ese sceeneun 6.3 4.7 |. das sneece 
SE iteahtinss -adbdadesandnsadcnse oth 39. 6 38. 2 | 38.8 18.9 
China (Taiwan) --- aa 3 ae 21.9 15.2 | 17.6 4.9 
a ee 39. 2 36.7 | 26. 2 16.6 
Beuador. - _.. bienteb eden ‘ bere bwebbeie 9.9 9.5 | 6.8 5.7 
a liaise Se heads EE DPD 40.0 | 40.0 | 31.6 18.3 
eo 2... Kites 29.7 | 16.2 26.3 4.5 
Germany - - 1.2 | 1.2 | 1.2 4 
Greece . * | 66.0 | 63.5 | 56. 5 42.6 
iin nics aunie ooglawidba 5.9 5.6 | 3.4 1.8 
India... - - 658. 2 | 333. 8 | 338. 2 11.2 
Indonesia . 96.7 93.7 92.8 1.3 
_ Tae | 12.4 12.4 | 12.4 7.4 
eid nuscnenanse 130.3 74.5 88.4 55.2 
ic cen = 152.9 | 146.2 | 111.8 50.8 
Japan... oaks 150. 8 139.6 146. 3 127.5 
Piiccoceks kien alent opiheiidind 132. 0 129.9 | 109. 4 | 77.4 
Mexico... -.- cieiaiedie sauna mince 28. 2 25.8 20. 5 | 3.1 
Netherlands - - ---- 3 3 | 3 J 
RISES OCs odeaausicenbadeiancs 268. 3 138. 5 | 171.1 43.6 
Paraguay - iain nhbeokieiin 3. 0 3.0 2.9 2.5 
Peru... .. ‘ 25. 2 23.1 18.1 12.3 
Philippines 14.4 12. 4 | 9.6 | 1.9 
Poland... | 138. 0 27:1 112.5 3 
Portugal - 7.1 7.0 7.1 | 5.0 
— 295.7 264. 8 | 241.5 50. 2 
ailand__. 4.6 4.3 4.2 1.6 
RP et SGLt ao ckille. cdueccns } 162.6 161.5 139. 7 16.9 
United Arab Republic. - : s 44.5 19. 2 19.2 | 4.3 
United Kingdom 48. 2 34. 6 44.6 14.4 

Vietnam. _ _- Bn? « | 6.0 | 2.4 | | : 
Yugoslavia... 389.3 | 211.7 285.8 | 9 
’ iia aa tien il 
GE conn ae io 3, 323.0 2, 351.9 | 2, 350. 0 | 663. 4 





' An agreement with Bolivia expired with no purchases made. 

‘Includes amounts specified in the agreements, to be used for loans under sections 104 (e) and (g), not 
subject to allocation. 

‘Calculated at the collection rates of exchange. 

‘Loan and grant disbursements calculated at collection rates; other disbursements calculated at Treas- 
ury selling rates, 


Source: Ninth semiannual report to the President on activities carried on under Public Law 480, 83d 
Cong., as amended, p. 7. 


APPENDIX B. COUNTERPART FUNDS 


STATUS OF FOREIGN-OWNED AND U.S.-OWNED COUNTERPART FUNDS ARISING FROM 
THE OPERATION OF THE MUTUAL SECURITY PROGRAM 


” 


“Counterpart” is the name given to foreign currencies deposited by foreign 
governments to a value equivalent to the dollar grant assistance received by 
them pursuant to the mutual security program. Counterpart deposits are in 
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effect the proceeds received in a foreign currency from the sale within the coun- 
try concerned of imported commodities furnished on a grant basis by the United 
States under the mutual security program. (It should be noted that “counter. 
part” does not include foreign currencies received by the United States from 
the sale of surplus agricultural commodities under section 402 of the mutual 
security program. The status of such section 402 currencies is described 
separately in appendix C.) 

The great bulk of the mutual security “counterpart” currencies is not owned 
by the United States. It belongs to the governments which have received 
mutual security aid, and represents the local currency prices paid by importers 
in the aid-receiving countries for the imports of goods and services whose dollar 
costs has already been paid by mutual security dollars. Thus the counterpart 
balances are a byproduct of the original aid itself, and do not reflect potential 
additional aid. 

Mutual security counterpart is deposited in two separate accounts. The first 
of these (usually amounting to about 10 percent of the total) is a U.S.-owned 
account under control of the Treasury Department. The currencies deposited 
in this U.S.-owned account are not returned to the agencies administering the 
mutual security program, but are made available to be purchased for use in 
meeting mutual security administrative expenses abroad or in some cases for 
expenses of other U.S. Government agencies operating abroad. 

The other counterpart account (containing approximately 90 percent of the 
foreign currency equivalent of mutual security aid) is not the property of the 
United States but is owned by the foreign governments. By virtue of the 
agreements with foreign governments relating to the provision of aid the United 
States has a veto power over the use of these counterpart currencies, but we 
cannot spend the money ourselves, or for our own uses, or compel the foreign 
governments to spend them. The law requires that our approval be restricted 
to cases where the expenditures will promote the purposes of the mutual secu- 
rity program. We can concur in the immobilization or sterilization of these 
funds if in our opinion this will promote the purposes of the act, or we ean 
eoncur in their use by the foreign governments for such activities as we believe 
will promote the purposes of the act. What is required is joint agreement be- 
tween the United States and the foreign government, and normally the proposals 
for use are made by the owner of the funds, which is the foreign government, 

Counterpart funds are “transitional” accounts into which flow, from year to 
year, the local currency proceeds of new dollar aid appropriations, and from 
which are withdrawn annually amounts spent internally to support the mutual 
security programs of recipient countries. The balance shown in these accounts 
at any time reflects the net balance of inflows and outflows, added to the pre- 
vious balance in the accounts at the end of the preceding period. When the 
balances decline, the funds are being drawn down for internal use faster than 
they are being replenished by new dollar aid; when they increase, they are being 
replenished faster than they are being drawn down. In the case of Europe 
the counterpart accounts have been steadily decreasing for some years. For 
example, counterpart balances in Europe were $430.6 million on June 30, 1957, 
as compared with $255.2 million on June 30, 1958. As the following table 
shows, the bulk of the counterpart is now located in the countries of the Near 
Fast, south Asia, and the Far East, reflecting the changing direction of our 
aid flows from Western Europe to the less-developed areas: 


Status of foreign-owned mutual security counterpart funds, as of June 380, 1957, 
and June 30, 1958 


[Million U.S, dollar equivalents] 











Region As of As of 
June 30, 1957 | June 30, 1958 
Re WEG UL. ee a ee betuedeullh lee LSu ins. ai deel 430. 6 255. 2 
I 281.7 174.3 
I hr rad coe ee dae a a ee ek eS 349.0 358.8 
NN tics wichiiendun semtwull Remake Cdaitaiuies a able tak oemaae Oaeee ie 3.6 5.7 
a a On ie a I ee ie 0 1.9 


RO ncecaencdh dellsrGttl « KGSds Chaeha nb Add aided Be. Skies tae bid 1, 064. 9 796. 0 
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APPENDIx C. SECTION 402 CURRENCIES 


STATUS OF U.S.-OWNED FOREIGN CURRENCIES ACQUIRED PURSUANT TO SECTION 402 
OF THE MUTUAL SECURITY ACT 


Section 402 of the Mutual Security Act requires that a portion of the mutual 
security appropriations be used for the sale of surplus agricultural commodities 
in return for local currencies. These local currencies are then granted to aid- 
recepient countries as a part of the mutual security program. Thus, although 
the local currencies accruing from section 402 sales of surplus commodities are 
the property of the United States, they are required by law to be used only for 
the purposes for which the dollars were appropriated in the Mutual Security 
Act, that is, for grant aid to the aid-recipient countries. U.S. ownership of 
these currencies is therefore largely a technicality, since they are promptly pro- 
gramed on a grant basis for the use and benefit of those countries. 

It should be noted that under section 402 the U.S. agricultural commodities 
involved need not be sold directly to the aid-recipient country. They may be 
sold to a non-aid-recipient country (for exampie Germany) and the local cur- 
rency receipts (in this case deutschemarks) may then be granted to an aid- 
recipient country (for example Korea). Under such “triangular” arrangements 
U.S. agricultural commodities are exported to, say, Germany. German manu- 
factures or Other goods are exported to, say, Korea, on a grant basis. In cases 
where agricultural commodities are sold directly to an aid-recipient country, 
say, Korea, under section 402, there would be a deposit of Korean currency to 
the account of the United States, and the United States would then grant that 
local currency to Korea as a part of the aid program. 

The following table shows the status of section 402 currencies as of June 30, 
1958 : 


Status of U.S.-owned section 402 currencies as of June 30, 1958, by area 


Million U.S. 


Region : dollar equivalent 
canna eek chin opr arene a ee ne ea ine ene 139.8 
na maceuseiagas siempetocnrentelancnenen neice saeiaagea aaa 62.3 
TE creas as aireins aaenigercckcinmes cies enssenoncn il utes iain cease oom oe dete oy 67.9 
Ps, on ici sae au emablinitepnlanianens cal a ee 3.2 
a a salts enenpnmiceneagieeaiimentnadddalieadheaaes aaa 0 

SIMI sone Sinai noun eminainidaeck Seapine aisteasnetan aaa 273. 2 


A substantial portion of the large amount of section 402 funds shown in 
Burope in the above table represents the proceeds of “triangular” sales of agri- 
cultural surpluses to Europe, the European currency proceeds of which will be 
used to finance European exports, on a grant basis, to the less developed coun- 
tries in other regions. 


APPENDIX D—FoREIGN CURRENCY REPAYMENTS 


STATUS OF U.S.-OWNED FOREIGN CURRENCIES RECEIVED IN REPAYMENT OF LOANS 
EXTENDED BY THE UNITED STATES 


Several provisions of U.S. law authorize the making of loans to foreign coun- 
tries which are repayable in the currency of the borrowing country (i.e., not in 
dollars or in currency which can be converted to dollars). These provisions 
of law are as follows: 

1. Section 505(b) of the Mutual Security Act, which authorizes the United 
States to receive foreign currencies in repayment of dollar loans made to a foreign 
country with appropriated mutual security funds. 

2. Section 202 which authorizes the Development Loan Fund to receive foreign 
currencies in repayment of dollar loans extended to a foreign country by the DLF. 

8. Section 104(g) of the Agricultural Trade Development and Assistance Act 
(Public Law 480) which authorizes the United States to receive foreign cur- 
rencies in repayment of foreign currency loans extended by the United States 
to a foreign country from the local currency proceeds of Public Law 480 sales 
of agricultural surpluses. 


40110—59—-pt. 2 42 
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The total amount of foreign currencies acquired by the United States as qa 
result of the repayment of loans financed from these sources is very small. The 
reason for this is that the agreed loan repayment schedules extend over a 
considerable period of time. In the future, however, this source of U.S.-owned 
foreign currencies will become progressively larger. 

The following restrictions apply to the use of foreign currencies received by 
the United States in repayment of loans: 

1. Foreign currency repayments of mutual security loans are held in a segre- 
gated account in the U.S. Treasury for use for such purposes as may be author. 
ized by the Congress. (The executive branch has proposed an amendment 
to section 505(b) of the Mutual Security Act which would make foreign currency 
repayments of mutual security loans available for sale to U.S. Government 
agencies for payment of U.S. obligations abroad and would provide for the 
crediting of amounts of these currencies determined from time to time to be 
excess to U.S. requirements to the Development Loan Fund to be used for the 
purposes of the fund.) 

2. Foreign currency repayments of DLF loans may be used by the DLF for 
relending. 

8. Foreign currency repayments of Public Law 480 foreign currency loans are 
authorized to be used for international educational exchanges in an amount not 
in excess of $1 million per year in any one country. 


(The following answers were furnished by the executive branch 
in response to questions the committee asked to have answered when 
Assistant Secretary of State Robertson appeared before the committee 
on May 11, 1959. Questions and answers which were classified for 
security reasons are in the committee’s files.) 


QUESTIONS AND ANSWERS ON THE FAR EAST 


Question. The Draper Committee reported that “some increased air strength, 
replacement of obsolete equipment, and a degree of weapons modernization are 
needed in the Far East area.” What is the executive branch comment on 
this? 

Answer. The Department of Defense has recognized that in the Far ‘East 
area there is a need for increased air strength, replacement of obsolete equip- 
ment, and a degree of weapon modernization to counter the Communist military 
threat. Such items are included in the proposed military assistance program for 
fiscal year 1960 and they will be provided to the extent possible within the 
budgetary limitations. 

Question. What impact has the Tibetan affair had so far as the mutual se 
curity program is concerned? 

Answer. The Tibetan revolt has had no impact yet on the mutual security 
program in the form of any request for funds, nor have any funds been pro- 
gramed, obligated, or expended as a result of the revolt. 

However, this revolt has brought a greater understanding to the free nations of 
Asia of the nature of the Communist Chinese danger. Among the peoples of non- 
Communist Asia, the Tibetan rebellion has had the effect of inspiring almost 
universal condemnation of Communist China’s brutal destruction of Tibet's 
political autonomy and religious institutions. As an Asian nation, Communist 
China has further been heavily criticized for turning on fellow Asians, thus 
violating the “Bandung spirit” (i.e., the spirit of Afro-Asian solidarity allegedly 
produced at the Bandung Conference of 1955) and the “Panch Shila,” or “five 
principles of peaceful coexistence,” which Peiping has claimed is the basis of its 
policy toward its non-Communist neighbors. Thus, there has been a greatly en- 
hanced awareness of the threat Communist China poses against the countries 
and peoples adjacent to it, and an increased appreciation of communism’s essen- 
tial hostility toward the entire non-Communist world. As a consequence, there 
has been a much wider understanding among Asian leaders and peoples of the 
role which United States military and economic assistance plays in helping to 
maintain their countries’ integrity in the face of the Chinese Communist threat. 

Should there be a need for governmental aid to the Tibetan refugees, the United 
States will, of course, do all it appropriately can in cooperation with the Indian 
Government to render effective assistance. 
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Question. The presentation books shows the following technical cooperation 
projects : 


Cambodia : 


Pees COMMURICELLONS MEDFOVENIONG..— 2 eee $70, 000 

Mass-media publications (local currency) —~-..----~-----_..-.-- 10, 000 
nr. COVINA US URUERCOIR EL ECKIINS, TUDOR sch dncnssimeenmnanigicacenieniiaion sh elaaes 120, 000 
Indonesia, communications media training___._-_---_-______-_---_-____ 130, 000 
Philippines, national media production center___-__--__--_-_---__-~-_- 45, 000 
Vietnam : 

Expansion of Government information facilities________._.__---___~ 145, 000 

mecnousninen: Of national radio NecwOrk.. . eee 75, 000 


What, precisely, are these projects? 

Answer. These projects serve essentially the same purpose in each of the coun- 
tries listed above and hence are described in general. 

The projects aim to assist the various governments in improving the means 
of communication between the government and the mass of the people in the 
country, basically through the mass-communications media: graphics material, 
educational and training motion pictures, and radio programs. ‘The informa- 
tion disseminated through these means is often the only source of knowledge to 
people in remote villages on new approaches to improving their standard of liv- 
ing and is an effective means of counteracting subversive activity in these areas, 

Assistance under these projects enables the governments to provide educa- 
tional and training materials on agriculture, health, home improvement, com- 
munity development and self-help ideas in a how-to-do-it manner readily under- 
standable by people in regions where the level of literacy is generally low. 

These projects are particularly important in helping bridge the differences of 
dialect and cultural patterns which often prevail in different parts of the same 
country in the Far East. The materials and information made available provide 
tangible evidence of the government’s interest in the people’s welfare, thus help- 
ing to break down the barriers of isolation which stand in the way of national 
unity. 

U.S. assistance in these projects is aimed primarily at improving the technical 
capabilities of participating country technicians to produce and use effectively 
all types of mass-communications media. Help is provided in the production of 
printed and graphic material of all kinds such as leaflets, pamphlets, posters, wall 
newspapers, and various types of bulletins. Technical advice is made available 
in the production of educational and training films and film strips. Assistance 
is given in improving broadcast facilities for educational purposes, training in 
radio programing and technical operation. Improved methods of distribution 
and utilization of mass media are introduced. 

Assistance in improving mass communication techniques is provided largely 
through the advisory services of U.S. Government-employed and contract techni- 
cians, now numbering a total of 32 for all the countries listed in the question. 

Emphasis is placed on both inservice training in the participating country 
and instruction in the United States and third countries. Technical supplies 
and equipment are made available for demonstration and inservice training 
within the country. Aid funds programed in fiscal year 1959 for training 
abroad will provide instruction for 38 foreign national technicians in the United 
States and 18 in third countries. 

Question. Burma: The presentation book (p. 20) lists “the relatively high 
rates of interest on Public Law 480 loans” as among the special factors affect- 
ing utilization of Public Law 480 local currency proceeds in Burma. Elaborating, 
the presentation book says: ‘In view of the disparity of interest rates charged 
by the Central Bank of Burma to the Government (1 percent) and those estab- 
lished under Public Law 480 loan agreements (3% percent), the Burmese Gov- 
ernment is reluctant to make use of U.S. local currency loans. This situation 
suggests the need for development of a formula which will make Public Law 
480 loans more attractive to the Burmese Government, thereby expediting the use 
of accumulated local currency funds.” 

Why does interest on Public Law 480 loans have to be as high as 314 percent? 

Beyond this question, is this not an example of inherent limitations on the 
use of foreign currencies? What is executive branch thinking on this subject? 

Answer. The interest rates on Public Law 480 loans are established by the 
National Advisory Council (NAC) on a worldwide basis and are subject to 
review from time to time. It has been a policy of the NAC to set interest rates 
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on Public Law 480 loans at levels that conform to the cost of money to the U.S, 
Government. These interest rates also take into account the rates on other 
lending activities of the U.S. Government. Accordingly, the rate of interest 
applicable to a Public Law 480 loan agreement with a particular country, as in 
Burma, may be higher than the cost at which the Government concerned is able 
to borrow local currency from its central bank. It should also be noted that 
in Burma the cost of kyat capital to borrowers other than the Government and 
from sources other than the central bank is appreciably higher than 1 percent, 

It is recognized that the rate of interest on Public Law 480 loans, in some cases, 
is a handicap to the employment of Public Law 480 foreign currencies. How- 
ever, despite its importance in the Burmese situation, the interest rate is not 
generally the only or perhaps most significant limitation. While there is a 
need for widely applicable standards, such as those developed by the NAC, the 
executive branch gives continuous study to various means of fostering the 
effective use of local currencies acquired under Public Law 480 and other 
programs. A recent result of the attention being given to this problem is the 
decision to eliminate the maintenance of value clause from prospective local 
currency loans. It also is intended to make more liberal use of the grant an- 
thority contained in Public Law 480. 

Question. According to the presentation book (pp. 23-26), Cambodia has a 
literacy rate of 35 percent, and devotes 22 percent of its budget to education 
and 27 percent to defense. What sort of defense establishment can be main- 
tained by a population only 35 percent literate? Would not the country be 
better off, in the long run, if it devoted more resources to education and less 
to defense? 

Answer. [Deleted.] Cambodia is threatened by Communist subversion and 
dissident movements and, without adequate military and police forces, would 
have little opportunity to develop its human and material resources in a free 
society. [Deleted.] Moreover, it should be noted that the Cambodia Govern- 
ment does not have the capability to support these forces from its own resources, 
About 45 percent of Cambodian defense expenditures are financed with local 
currency generated under the defense support program. [Deleted.] 

The low literacy rate of the Cambodian population is recognized as one of 
the obstacles in the development of an efficient military establishment, but is not 
considered a serious handicap in the fulfillment of the armed forces’ mission. 
These armed forces are organized in comparatively small units designed and 
equipped for the specific task of maintaining internal security. 

Recognition of the desirability of devoting more resources to education and 
economic development is reflected in a steady decline in the proportion of the 
total Cambodian Government resources, from domestic sources and foreign aid, 
which are devoted to defense, as the military forces have progressively acquired 
greater ability to maintain public order. Simultaneously, resources allotted 
to education have increased tenfold over the past 5 years. There is reason to 
expect this trend to continue. 

Ouestion. Taiwan: The presentation hook (p. 41) says, “In fiseal year 1959, 
MAP provided substantial modernization and maintenance assistance beyond 
that original contemplated, in order to assist the GRC in meeting the crisis 
in the Taiwan Strait.” 

What countries was this additional assistance diverted from? 

Answer. Increased assistance to the GRC was diverted primarily from the 
NATO area where planned fiscal year 1959 programs for modernization, prin- 
cipally missile systems and aircraft, were deferred to fiscal year 1960. 

In what respects has the 1960 program been adjusted to take this into 
account? 

Answer. Items deferred from the fiscal year 1959 program to meet the in- 
creased cost of the Taiwan emergency have been included in the program planned 
for fiscal year 1960. 

Question. A footnote to the table of defense support imports (p. 51) says the 
1959 and 1960 surplus agricultural commodity imports exclude $1.5 million for 
soybeans funded from military assistance. Is this a proper use of military 
assistance funds? 

Answer. In addition to so-called military hardware, military assistance to 
some countries includes certain soft goods, such as petroleum products, uniforms, 
foodstuffs, and other consumables which are directly used by military forces. 
In the case of the Chinese armed forces, consumables funded under the military 
assistance program have for about 3 years included soybeans which are to be 
eensumed by the military forces and which go directly to such forces without 
being processed through the civilian economy. 
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QUESTIONS AND ANSWERS ON THE NEAR EAST AND SOUTH ASIA 


(The following answers were furnished by the executive branch in 
response to questions the committee asked to have answered when 
Assistant Secretary of State Rountree appeared before the committee 
on May 14, 1959. Questions and answers which were classified for 
security reasons are in the committee’s files.) 


Question. Afghanistan: What is the present status of the Helmand Valley 
project ; of the road link project with Pakistan? 

Answer: 1. Negotiations are underway at this time for a new contract between 
the Royal Government of Afghanistan and the Morrison-Knudsen Co. for addi- 
tional work in the Helmand Valley. This will be a third-party contract, financed 
by ICA to the extent of $6 million. Principal features of the work to be 
accomplished under the new contract are (a) installation of power facilities at 
the Arghandab Dam, (0b) completion of work on the Seraj Canal, and (c) com- 
pletion of the Tarnak irrigation and drainage installations. The contract is 
expected to be finalized in the next several weeks. 

2. The Ken R. White Engineering Co., of Denver, Colo., was selected in 
February to do the engineering work on the Afghan portion of the regional 
transit project. White has 6 engineers already in the field and others are ready 
to go out. The final strength of the group will comprise some 15 U.S. engineers. 

Question. Regional: There is a sizable training program at the American 
University of Beirut. What, if any, use is being made of, or help being given to, 
Roberts College in Istanbul? 

Answer: 1. Use.—No ICA third-country participants have been sent to Roberts 
College, largely because the science and engineering faculties are weak and 
there is no agricultural faculty. In addition, the Turkish Government prefers 
that foreign students coming to Turkey study at strictly Turkish institutions. 
However, Turkish army officials scheduled for training in the United States, 
totaling perhaps 100 to date, have taken English language training at Roberts 
College at Turkish Government expense. The USOM has lent equipment, and 
personnel from Georgetown University in Turkey on ICA contract to teach 
English have assisted in this training. A seminar for Turkish teachers of 
English has heen conducted at Roberts College with USOM and USIA assistance, 
the latter providing funds and Georgetown contract personnel again assisting. 
Roberts College has also offered scholarships from Fulbright funds on a loan 
basis. 

2. Aid—One million dollars in Turkish currency was made available to Rob- 
erts College in fiscal year 1958 under section 104(j) of Public Law 480 for the 
construction of a new science and engineering building. To date only 10 percent 
of the funds have been spent, mainly for architectural plans and designs not 
yet approved, and construction has not commenced. Another 6,272,080 Turkish 
liras have been requested during fiscal year 1959 under Public Law 480 together 
with $500,000 under title IV, section 400(c), of the Mutual Security Act. Addi- 
tional Turkish currency is to be raised by means of a drive among Turkish 
alumni, and the Ford and Dodge Foundations have between them made $53,000 
($13,000 from Ford and $40,000 from Dodge) available. The Turkish liras will 
be used for faculty improvement, faculty housing, and a new classroom and 
administration building. The dollars are to be used for laboratory and engi- 
heering equipment, library development, teaching equipment, and equipment 
for faculty housing. No official decision has been made on the request for the 
MSA dollars or additional Public Law 480 local currency. 

Question. (This question concerned the relationship between military assist- 
ance and defense support in Pakistan.) 

Answer. Generally speaking, the amounts spent for defense support are not 
directly proportionate to the amounts of military assistance a country receives. 
Defense support is provided to maintain certain running costs of the economy on 
the whole. It is related to the additional burden the military defense program 
imposes upon the economy, generally being based on estimates of requirements 
which must be met to provide reasonable assurance that at least there will be no 
economic deterioration as a result of that military burden. On the other hand, 
because the military program very often requires a buildup of military end 
items, the levels of military assistance and expenditure may vary widely, de- 
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pending on the phase of the buildup, and may be almost wholly independent of 
the amounts required for supporting the economy. 

With respect to the specific case of Pakistan, our defense support program hag 
only been providing such essential imports as food grains, raw materials, and 
machinery in amounts intended to meet a minimum goal of preventing deteriora. 
tion of the prevailing standards of living. Yet our defense support has not been 
adequate to meet even this minimum need, and Pakistan has had to draw down 
its limited foreign exchange reserves in order to prevent per capita production 
and consumption levels from deteriorating. Larger amounts of aid are now 
estimated to be required if, without placing a further burden on Pakistan’s 
already depleted foreign exchange holdings, even this minimum objective is to be 
attained. 


CORRESPONDENCE ON THE DEVELOPMENT LOAN FUND BETWEEN THE CHAIRMAN AND 
PRESIDENT EISENHOWER 
U.S. SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
The PRESIDENT, May 25, 1959. 
The White House. 

Dear Mr. PRESIDENT: Several weeks ago I introduced amendments to the 
Mutual Security Act of 1959 relating to the Development Loan Fund. Those 
amendments would, if approved, make available to the Fund not to exceed $1.5 
billion per year for 5 years by a public debt transaction—the same technique you 
proposed 2 years ago, and which was approved by the Senate, but rejected by 
the House of Representatives. 

My purpose in proposing these amendments is to get the Development Loan 
Fund on the same basis as the Export-Import Bank and the International Bank, 
so that our loans could be carefully planned and thus assure not only the sue 
cessful achievement of the aims of such loans, but their repayment. The purpose 
of these amendments has received wide public support throughout our hearings, 
and has received bipartisan support within the committee. 

It is my understanding of statements made during a recent press conference 
that you support, in principle at least, the purpose of these amendments. In 
testimony today before the Committee on Foreign Relations, however, Acting 
Secretary of State Dillon indicated that the Department of State does not “feel 
it appropriate to advance a recommendation of our own for longer term capital- 
ization this year * * *,”, He also indicated that, despite the fact that 2 years 
ago you proposed a public-debt transaction as an effective procedure for long- 
term planning, the “fiscal agencies of the executive branch have since generally 
gone on record in favor of financing operations such as this through the appro- 
priations process.” 

It is the view of a number of the members of the committee that annual appro 
priations do not provide a sound basis for planning a banking-type loan fund. 

I am frank to state, Mr. President, that I see little likelihood of acceptance 
by the Congress of these amendments to put the Development Loan Fund on 
a long-term basis with assured financing in adequate amounts unless you and 
your administration give them your full, unqualified support. 

The Committee on Foreign Relations will begin its consideration of the Mu 
tual Security Act next Monday, June 1. Speaking not only for myself, but fora 
number of other members of the committee on both sides of the aisle, and with- 
out any partisan motivation, I hope you can give these amendments your sup- 
port. 

Respectfully yours, 
J. W. Fursrient, Chairman, 


JUNE 4, 1959. 
Hon. J. WILLIAM FULBRIGHT, 
U.S. Senate, Washington, D.C. 

Dear SENATOR FursricHtT: Your letter of May 25, 1959, outlining proposed 
amendments to the Mutual Security Act of 1959 relating to the Development 
Loan Fund, has been carefully analyzed in the executive branch. 

As my earlier recommendations and more recent public statements have indi- 
cated, I have always thought, as you do, that it is desirable to put the Develop 
ment Loan Fund on a long-term basis in order to insure the best planning and 
utilization of economic assistance through this program. However, before com- 
menting on your specific amendments, it seems appropriate to review the recent 
history of U.S.-aided means of capital development. 
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In my mutual security message transmitted to the Congress on May 21, 1957, 
I requested that the Congress establish a Development Loan Fund to finance 
specific projects and programs which give promise of contributing to sound de- 
yelopment * * * of long-term benefit to the borrowing country.” I noted that 
“such loans should not compete with or replace such existing sources of credit as 
private investors, the International Bank, or the Export-Import Bank.” Since 
this request a number of significant developments have occurred. 

In 1958 the resources available to the Export-Import Bank were increased by 
$2 billion. This assured a continuity of activity and made available funds 
for a high-level of operation by this important lending institution. 

There is now before the Congress a proposal to provide an additional U.S. 
subscription of $3.175 billion in guarantee authority to the authorized capital of 
the International Bank for Reconstruction and Development, as our share of a 
100-percent increase in the Bank’s authorized capital. If approved by the Con- 
gress this will enable the International Bank to raise through sales of its bonds 
to private investors, the funds required if it is to continue its operations in the 
field of development financing at a rate which is constantly growing, and now 
exceeds $700 million per year. The Bank has not called upon the U.S. Govern- 
ment for any cash outlay since the initial capital subscription was completed in 
1947. 

We have recently requested Congress to authorize U.S. membership in the 
Inter-American Bank, which will have total resources of $1 billion, of which 
the United States would subscribe $450 million with $200 million of this being 
in the form of guarantees. There also is pending before the Congress an 
increase of 50 percent in the resources available to the International Monetary 
Fund, which provides short-term financing for countries with temporary balance 
of payments problems and endeavors to help these countries correct the financial 
policies that have led to their exchange difficulties. 

In addition we are actively consulting with other countries looking toward 
the establishment of an International Development Association which will pro- 
vide a continuing organization for development financing on a multilateral 
basis. In this institution the cost of financing will be shared with other 
industrial nations on a continuing basis. 

In combination with the Development Loan Fund, these lending activities 
provide a formidable array of resources to assist in the development of the 
free world. 

Your proposed amendments to the Mutual Security Act of 1959 would make 
available to the Development Loan Fund, commencing in fiscal 1960, not to 
exceed $1.5 billion per year for 5 years by a public debt transaction. 

I have asked Congress for an authorization and appropriation of $700 million 
for the Development Loan Fund in fiscal 1960. In my opinion, a sum of this 
general magnitude is adequate to carry forth this vital part of our international 
program for the next year. Establishing a figure approximately double this 
amount for fiscal 1960 seems unwise, and I would hope that in succeeding years 
the rapid advance in the economic and financial strength of other industrial 
countries, particularly in Europe, will lead them to conclude that it is in their 
interest and in that of the free world to provide a growing volume of financing 
for the less-developed areas. I would be most reluctant to predicate our action 
now On an assumption that this would not occur. 

In my budget message this year, because of the growing tendency to bypass 
the appropriations procedure, I said, “I sincerely hope that the Congress will 
again consider ways by which it can more effectively overcome * * * the provi- 
sions of new obligational authority outside of the appropriations process * * *.” 
This is now established administration policy, and recommendations of previous 
years for spending from debt receipts that were made while such policy was 
being formulated must yield to it. Accordingly, I do not look with favor upon 
the provisions of your amendments which authorize the Development Loan 
Fund to borrow from the Treasury. 

I believe our common objective can best be accomplished through a long-term 
authorization of appropriations in reasonable amounts, together with the con- 
current enactment in one appropriation bill of appropriations for each of the 
years for which the program is authorized—a specified appropriation for each 
year, each appropriation to remain available until expended. 

While this procedure would not provide the full measure of flexibility now 
given the Export-Import Bank and the International Bank, it must be remem- 
bered that the purpose of the Development Loan Fund as described in its basic 
statute is to make loans only when other sources of private and public capital 
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are not available. Many of its loans are repayable in the currency of the 
borrower. As a consequence, this fund cannot “revolve” in the same manner 
as do those of other lending institutions. However, a multiple-year authori- 
zation and appropriation should enable the Development Loan Fund to put its 
operations on a satisfactory long-term basis, the goal we both are seeking. 

I appreciate your sincere interest in this vital program. With a mutual ob- 
jective, we should be able to develop acceptable programs to aid and develop 
the free nations of the world. 

Sincerely, 
DwicuHTt D. EISENHOWER. 


Apprenpix II 
Aprit 22, 1959. 
Hon. JAMES W. RIDDLEBERGER, 
Director, International Cooperation Administration, 
Washington, D.C. 


DEAR AMBASSADOR RIDDLEBERGER: Sometime previous to your appearance be 
fore the Senate Foreign Relations Committee in connection with the mutual 
security authorization bill, I would highly appreciate your supplying me with the 
following information in as detailed form as possible. 

1. The number and amount of grants, loans or commitments during the cur- 
rent fiscal year, the proceeds of which were used (or are to be used) to purchase 
textile mill products, textile machinery or to erect new textile mills. A list 
of recipients would, of course, be desired. 

2. The same information for raw cotton and raw wool. 

3. The amount your agency proposes to spend or lean in these same areas 
during the 1960 fiscal year. 

In this connection, I may have some additional questions when you appear 
before the committee. 

Yours very truly, 
THEODORE FRANCIS GREEN, 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., May 22, 1959. 
Hon. THEODORE FRANCIS GREEN, 
U.S. Senate, 
Washington, D.C. 

DEAR SENATOR GREEN: This is in further reply to your letter addressed to 
Director Riddleberger of April 22, 1959, in which you request information on 
the ICA financing of textile mill products or the erection of new textile mills 
and also with regard to the financing of raw cotton and raw wool. 

Our delay in replying more specifically was in order to be able to furnish you 
with more up-to-date data. For example, the ICA expenditure data on textile 
machinery for the first 9 months of fiscal year 1959 is only just available. 

ICA assistance in this field is both project and nonproject. It is all grant 
assistance as far as the governments of the respective aid countries are con- 
cerned. But it is all for private enterprise and the foreign firms concerned do 
not receive machinery gratis, but pay for it in full with local currencies. 

ICA has no plans to assist in the erection of new textile mills in fiscal year 
1959 or fiscal year 1960. ICA assistance is limited to the dollar costs of projects, 
including engineering advisory services, participant training in the United 
States (with the help of the U.S. textile industry), and for projects such as 
small industrial centers, also includes dollar costs of textile machinery. Project 
assistance in this field in fiscal year 1959 is expected to total $1.5 million (in- 
cluding the cost of textile machinery). In addition, ICA financed nonproject 
textile machinery may reach a total of $8 million, giving a total of less than 
$10 million for project and nonproject assistance. This is about half of one 
percent of the ICA Economic Assistance program in fiscal year 1959. This per- 
centage of total economic assistance is expected to be smaller still in fiscal year 
1960. 
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Table 6 attached gives total ICA financed expenditures of textiles for the first 
9 months of fiscal year 1959 and also total obligations for the period. Totals 
for the entire year should be proportionately higher. Totals for fiscal year 1960 
may be about the same as in fiscal year 1959. 

Table 1 attached gives total ICA-financed expenditures for textile machinery 
by country of destination for the first 9 months of fiscal year 1959. These 
expenditures totaled $7.2 million during the 9-month period. Over 90 percent 
of these total expenditures went to purchase textile machinery for Korea, 
Pakistan, Turkey, and Vietnam. As may be seen from the attached tables, no 
ICA-financed textile machinery went to countries whose textile products are 
any threat to the U.S. domestic market or U.S. third markets. These coun- 
tries do not compete with the United States and they all desperately need to 
improve their own consumption way beyond any ability to import textiles from 
the United States. 

Table 2 attached gives the fiscal year 1959 obligations for raw cotton and a 
tentative program for fiscal year 1960 for cotton, both by country of destination. 
Cotton is programed under section 402 of the Mutual Security Act. The tenta- 
tive fiscal year 1960 program for cotton is illustrative and subject to change 
pending action by Congress on the mutual security legislation. 

Table 3 gives ICA obligations by country of destination for raw wool during 
fiscal year 1959. We do not have even 2 tentative idea of what the program 
for raw wool could be in fiscal year 1960, since, unlike cotton, it is not in sur- 
plus, it is not procured under section 402 and is part of a miscellaneous shopping 
list whose ingredients will shift according to world availability and price. 

I also attach tables 4 and 5 which give the ICA project program for fiscal year 
1959 and fiscal year 1960 for textile production assistance projects. Again 
such assistance is all for countries which do not compete with the United States. 
All these countries need to develop textile industries for their large and grow- 
ing indigenous populations. The textile machinery components of these pro- 
grams are, of course, also included in ICA expenditure date. Present indications 
are that ICA assistance for the fiscal year 1960 project programs (textile devel- 
opment), including textile machinery, will be considerably fewer than in fiscal 
year 1959. 

Sincerely yours, 
L. J. Saccio, Acting Director. 


TABLE 1. PRELIMINARY—TEXTILE MACHINERY 


ICA ewpenditures by country of destination, total project and nonproject; and 
nonproject; July 1, 1958, to Mar. 31, 1959 
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ICA, Statistics & Reports—May 20, 1959. 
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TABLE 2. Raw Corron* 


ICA obligations for fiscal year 1959 and possible program for fiscal year 1969 | 


[Million dollars] 





Fiscal year | Fiscal year Fiscal year | Fiscal year 
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1 Under section 402 program. 
TABLE 3. RAW WOOL 


ICA obligations for fiscal year 1959 
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TaB_e 4.—ICA projects or subprojects programed for fiscal year 1959 for teztile 
mill products, tertile machinery, new mills, and related TC and participant 
training 
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1 Prorated share for textile development experts. 
2 Salary of U.S. textile technician attached to USOM in Korea. 
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TaB_e 5.—ICA tentative project program for fiscal year 1960 for textile mill prod- 
ucts, textile machinery, new mills, and related TO and participant training 
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1O0r USOM staff in Korea. 


# Prorated share for textile development experts. 
TABLE 6. FABRICATED BASIC TEXTILES 
ICA obligations and ICA financed expenditures for first 9 months, fiscal year 1959 


[In thousands of dollars] 
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IOA, statistics and reports, May 21, 1959. 


Moscow, IpAHo, March 18, 1959. 
Senator FRANK CHURCH, 
Washington, D.C. 


DEAR SENATOR CHURCH: We are very glad that you have been appointed to 
the Senate Foreign Relations Committee, and we wish to congratulate you. 
We feel that this is a most important appointment and that you will have an 
opportunity to do some very valuable work there. 

My husband, Mr. Brockelbank, and I have recently returned from Haiti where 
he was a commissioned by the U.S. State Department to deliver, over a 2-month 
period, a series of lectures on American law at the University of Haiti. 

In the course of his work at the university we had the privilege of meeting a 
large number of Haitian intellectuals as well as many members of the working 
class in our daily contact with taxicab drivers, servants, guides, and salespeople. 
As a result, we have become very much interested in the situation there and 
feel a very warm sympathy for the Haitian people whose plight, as you doubtless 
know, economically speaking, could scarcely be worse. 

Partly because of her long history of struggle between the mulattos and the 
blacks, Haiti and Haitian politics are very complex and we do not claim to be 
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authorities on the subject. But we do feel quite strongly that the present 
President, Francois Duvalier, is making a sincere effort to clean up dishonesty 
in government and is trying desperately to establish a sound economy for the 
poor Haitians. Unless one has spent some time there one can have no idea of 
how very poor the majority of her 4 million inhabitants are, nor how desperately 
they need help. 

Unfortunately, the former president, Magloire, before fleeing to New York 
City, looted the treasury of millions of dollars so that Dr. Duvalier has, at 
present, no money to work with and, unless he gets aid from our Government, 
will not be able to carry out his promises to the electorate. (Yes I know about 
the recent appropriation of $6 million for Haiti but that is only enough to keep 
them momentarily from immediate bankruptcy. ) 

We feel that since he is the people’s choice (and, Time magazine notwith- 
standing, there is little doubt but what he did have the popular support even 
though the army conducted the election and counted the votes) he should be 
given a fair opportunity to work out his plans of general economic betterment, 
Unless we, the United States, help him to do this, he will most certainly be 
replaced, doubtless by a revolution of the so-called elite class and a president 
substituted who may not have Duvalier’s good intentions for the vast majority 
of the population. 

It is important too, we think, to gain Haiti’s friendship for purely selfish 
reasons, as well as for the humanitarian one just mentioned. As you know, 
Haiti is a black republic and has diplomatic relations with other black goy- 
ernments in Africa. What Haiti thinks about us and our intentions toward 
the underprivileged nations can carry considerable weight with these African 
countries whose friendship we consider very vital just now in winning the 
cold war. 

So when I notice in today’s Lewistown Tribune that Representative Hays in 
the House Foreign Affairs Committee has protested that we are planning to 
give too much aid to Cuba, the Dominican Republic, and Haiti, I feel that 
perhaps he does not know what the situation is in Haiti. Nor does he under- 
stand President Duvalier’s situation when he lists him, along with Trujillo, as 
“one of those dictators.” 

If President Duvalier has abridged certain freedoms in the past, it is because 
there was an armed effort to overthrow his government last summer and he 
was forced to counter force with force in order to stay in office. He is a 
medical doctor and has obtained some of his education in the United States, 
We do not believe that he wants to use dictatorial measures. And to prove 
his real desires along this line, last January, when he felt that he could in 
safety, he freed all political prisoners and called the legislature back into 
session. 

Forgive us if we have taken up your time fruitlessly by simply saying things 
you already know. But we could not forgo making a plea for a people we 
have come to think of as our friends. On the whole they are very lovable, very 
deserving and incredibly patient in the endurance of hardship and even 
hunger. 

We hope that you may feel justified in raising your voice in their cause to 
the end that they may be aided in improving their agriculture and other 
branches of their economy. It would be so good to see them attain a standard 
of living commensurate with what is “coming” to the measure of human dig- 
nity and sweetness they evince even though most of them have never known 
security in any form. 

After coming to know them we warmly appreciate their many good points 
and above all their potentialities for growth, education, and general improve 
ment. We feel keenly that they are truly deserving of our help. 

Sincerely yours, 
ESTHER BROCHELBANK. 


R. H. Macy & Co., Inc., 
New York, N.Y., May 12, 1959. 


Senator Jacon K. JAvIrTs, 
The Senate, Washington, D.C. 

Dear SENATOR JAvitTs: I wanted very much to appear before the Committee on 
Foreign Relations to voice my support of maximum appropriations for our 
mutual security and development loan programs. However, I have been ill and 
cannot at the moment travel, so am stating in writing my approval and support 
for your record and consideration. 
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It is my belief that the President’s proposals are the minimum which should 
be considered. If the improvement in our economy continues and tax receipts 
rise, and if we are successful in reducing other less necessary expenses, the 
mutual security and development loan programs should be high on the list for 
increased appropriations. Making the world less vulnerable to Communist 
dogma by improving the standard of living in low-income countries is certainly 
one of the most important and effective ways of protecting our freedom. 

I speak for myself and many of my friends and associates in urging construc- 
tive action in support of the President’s recommendations at this session of 
Congress. 

Sincerely yours, 
Epwin F. CHINLUND, 


Chairman, Finance Committee, 


THe AMERICAN LEGION, 
Washington, D.C., May 11, 1959. 
Hon. J. WILtIAM FULBRIGHT, 
Chairman, Senate Foreign Relations Committee 
The Capitol, Washington, D.C. 

Deak SENATOR FULBRIGHT: Referring to hearings being held from time to time 
by the Senate Foreign Relations Committee on extension of the mutual security 
program, I am taking the liberty of handing you a copy of the report of the 
Foreign Relations Commission of the American Legion to our National Executive 
Committee during the meetings held at Indianapolis April 29—May 1, 1959. 

A set of the various resolutions referred to in the report accompany same. 

If consistent, I would appreciate it if you would be good enough to have this 
data inserted in the record of your hearings on the mutual security program. 

I am sending a copy of this letter to the other members of the Senate Foreign 
Relations Committee. 

Thanking you for any consideration you can extend to this request, I am 

Sincerely yours, 
Mires D. KENNEDY, Director. 


Report oF ForREIGN RELATIONS COMMISSION TO THE NATIONAL EXECUTIVE CoM- 
MITTEE, APRIL 29-30—May 1, 1959 


Mr. Commander and members of the national executive committee: An execu- 
tive section of your foreign relations commission met in Washington, D.C., on 
April 2-4, 1959, in response to the call of the national commander, with the 
following members present: 


Addison P. Drummond, chairman, Florida 
Leon Happell, vice chairman, California 
Andres J. duBouchet, Jr., vice chairman, Mexico 
Charles H. Sandhouse, vice chairman, Colorado 
Emilio 8. Iglesias, vice chairman, Vermont 

Dr. Carl J. Rees, vice chairman, Delaware 
Sidney E. Smith, vice chairman, Idaho 

Anson T. McCook, vice chairman, Connecticut 
Lee B. Agnew, vice chairman, Mississippi 

M. A. “Fred” Rennie, vice chairman, Oklahoma 
Thomas Roumell, Michigan 

Sherman Mason, Pennsylvania 

Rogers Kelley, Texas 

David C. Stripling, Georgia 

John J. Baruhardt, North Carolina 

Martin B. McKneally, New York 

L. M. Rushmore, Wyoming 


During the course of the commission deliberations, the following named na- 
tional executive committee liaison members participated: W. C. “Dan” Daniel, 
chairman, Lewis K. Gough and Paul H. Griffith. Also visiting the meetings was 
Erle Cocke, Jr., past national commander. 

In addition to normal briefings from staff members of the American Legion 
in the Washington office, highly informative presentations were made by Gen. 
Carlos P. Romulo, Ambassador for the Philippines Republic, on the Far East: 
Dr. William Sanders, Assistant Secretary General of the Organization of Amer- 
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ican States, on Latin America; Gen. William H. Draper, Chairman, President’s 
Committee to Study U.S. Military Assistance Program; Dr. Rolf Pauls, Coun- 
selor for the German Embassy, on West Germany and Europe; Mr. Robert 
Valeur, Minister Plenipotentiary for the French Embassy, on France and Eu- 
rope; Ambassador B. K. Nehru, Commissioner General for Economic Affairs, 
Government of India, on India and the Middle East. 

Resolution No. 132 (Massachusetts)—Subject: “Trial proceedings against 
Pavol Bang-Jensen by the United Nations Tribunal, opposed” was considered, 
In view of the fact that investigation shows all appelant remedies to have been 
exhausted in connection with this case, together with the fact that as the re 
sult of the passage of time, no useful purpose would be accomplished by the 
proposal here submitted, it is recommended that this resolution be rejected, 

Resolution No. 247 (California—Subject: “Mental Health Program as It 
Relates to London Conference of 1948 and World Government Be Investigated” 
and Resolution No. 444 (Illinois)—Subject: “Mental Health Program as It Re 
lates to London Conference of 1948 and World Government Be Investigated,” upon 
examination were found to be not germane to the basic program of the American 
Legion, and accordingly it is recommended that each of these resolutions be 
rejected. 

Resolution—Register No. 827 (Virginia)—Subject: “U.S. Foreign Trade Pol- 
icy” is rejected because subject is not germane to the American Legion program, 

Resolution—Register No. 841 (Michigan)—Subject: “U.S. Membership in 
OTC” is rejected because subject is not germane to the American Legion 
program. 

Resolution—Register No. 821 (Pennsylvania)—Subject: “Oppose Recognition 
of Red China” was approved in principle and consolidated into Resolution No, 578 
at Chicago convention, 1958. 

Resolution—Register No. 839 (New Jersey)—Subject: “War Claims Act” 
was approved in principle and consolidated into Resolution No. 578 at Chicago 
convention, 1958. 

Resolution—Register No. 851 (New Jersey) —Subject: “Continue Aid to Chi- 
nese Nationalist Government,” being in effect a pronouncement of existing Ameri- 
can Legion policy relative to continued aid and support to the Chinese Nationalist 
Government, is approved in principle, however, it is deemed unnecessary to submit 
an implementing resolution at this time. 

Resolution—Register No. 873 (New York)—Subject: “Premier Anastas Miko- 
yan’s Visit to United States Protested.” Weare mindful that the Soviet Union hag 
repeatedly warned that it intends to crush our country and the free world and 
express our protest against treatment received by certain visitors in this country 
and an appropriate resolution is submitted to express this view. 

Resolution—Register No. 867 (Pennsylvania )—Subject: “U.S. Foreign Policy 
on the Berlin Crisis’ is received and made a part of the following report and 
included in an appropriate resolution. 

The commission’s attention has been called to a number of legislative proposals 
in the Congress of the United States, calling for establishment to varying degrees 
of a U.S. Foreign Service Academy within the Department of State. Our inquiry 
into these proposals indicates a lack of need for the establishment of such an 
institution within the framework of our Government, and accordingly an appro 
priate resolution is submitted to express this view. 

A resolution from the Department of Mexico calls attention to the recent events 
in Tibet, to the ruthlessness of the Chinese Communist Government’s flagrant 
violation of human rights and an appropriate resolution is submitted and its 
adoption recommended. 

Your commission recognizes that the peace of the world is endangered, because 
of increased armaments and threats of violence to other nations by the U.S.S.R. 
and its intensive efforts to influence other nations against the United States; re 
quiring that effective measures must be taken by the Government of the United 
States to prevent persons from leaving this country to promote this Communist 
conspiracy. An appropriate resolution is being offered on this subject, adoption 
of which is being recommended. 

It is alarming to the American Legion that study and investigation continue 
to disclose losses of our interests and threaten the actual security of the people of 
the United States. We are concerned that time lapses now are to the decided 
advantage of our enemy. We believe now psychological and philosophical ap 
proaches to our security and the security of the free world must be subjugated 
to programs for conservation of our resources and maintenance of adequate mili- 
tary defense and striking power. The pattern unfolding in the Middle and Far 


eT 


nr rm 


ao 


—p 


ZRo 





nt’s 
un- 
ert 
Eu- 
irs, 


inst 
red, 
een 

re 
the 
ted. 
} It 
ed” 
Re- 
pon 
can 
| be 


Pol- 
‘am, 
» in 
zion 


tion 
578 


Act” 
"ago 


Chi- 
1eri- 
list 
ymit 


‘iko- 
has 


and 
ntry 


dlicy 


sals 


MUTUAL SECURITY ACT OF 1959 1305 


Bast indicates our ineffectiveness in influencing the native minds of their popula- 
tions, and our dealings with many of their governments have been unsatisfactory 
and even disastrous. We conclude additional time allowed these nations, whose 
leaders profess no decision, neutrality, or nonalinement, is to the distinct advan- 
tage of the enemies of the free world. The Berlin crisis has brought into sharp 
focus the fact that the brutalities and deceit of the U.S.S.R. have terrorized not 
only its neighbors but brought fear to many other nations of the world. The Ber- 
lin crisis also emphasizes that we no longer can tolerate an approach to our for- 
eign problems that leaves our friends and allies fearful of our will and strength 
to prevent further crises and losses to the free world. We note with interest and 
approval the President’s firm resolve that there shall be no compromise of our 
moral obligations and we fully support the President’s avowed will to keep West 
Berlin free and its corridors open. We submit that a positive position that is mor- 
ally right cannot be politically wrong. We are disturbed about our Government’s 
timidity protecting Americans abroad. For the past two decades the United 
States has repeatedly compromised, indicating weakness, which has enhanced 
the position of the Soviet Union in world affairs. Appropriate resolutions are 
submitted and their adoption recommended. 

The commission expresses its sincere appreciation to Hollis C. Hull, assistant 
director of the Washington office and his secretary, Mrs. Rose Thomson, for the 
very efficient and intelligent preparation of background material and research 
data which greatly facilitated the work of the commission, and for their dili- 
gence and service given to the commission during its deliberations. 


LEON HAPPEL, Vice Chairman. 
For AppIson P. DRUMMOND, Chairman, 


NATIONAL EXECUTIVE COMMITTEE MEETING, THE AMERICAN LEGION HELD IN 
INDIANAPOLIS, IND., APRIL 29, 30, AND May 1, 1959 


RESOLUTION NO. 3 


Commission: Foreign relations 
Subject: U.S. Foreign Service Academy 

Whereas present American Legion policy by convention resolution is opposed 
to the establishment of a U.S. Foreign Service Academy ; and 

Whereas there is pending in the present session of Congress some six different 
bills and resolutions requesting this action: Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in 
regular meeting assembled in Indianapolis, Ind., on April 29, 830, and May 1, 1959, 
That we oppose this legislation for the reasons that several universities have 
at the present time specialized courses in this field and the State Department 
is unable to absorb the graduates into their services. 

Adopted April 30, 1959. 


RESOLUTION NO. 4 


Commission : Foreign relations 
Subject: Deny exit from United States to persons prejudicing our Nation’s 
security 


Whereas the peace of the world and the security of all free nations of the 
world is threatened by a world Communist conspiracy whose avowed purpose 
is the subversion of all legally constituted governments and their complete sub- 
jugation to and domination by a hostile foreign power ; and 

Whereas the strategy and tactics of the world Communist conspiracy in the 
past year has manifested itself in the creation of crises in one part of the world 
after another ; and 

Whereas it is evident that the strategy and tactics of this worldwide con- 
spiracy requires the personal contact and interchange of its members and affili- 
ates throughout the world in order to effectuate its avowed purposes of subver- 
sion and domination; and 

Whereas the Supreme Court of the United States held that the Secretary of 
State did not possess the statutory authority to deny passports to U.S. citizens 
supporting the world Communist conspiracy : Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in reg- 
ular meeting assembled in Indianapolis, Ind., on April 29-May 1, 1959, Ree- 
ommends to the Congress of the United States that remedial legislation be en- 
acted which would grant to the executive branch the necessary statutory 
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authority to deny passports to citizens of the United States who support the 
world Communist conspiracy. 
Adopted April 30, 1959. 
RESOLUTION NO. 54 


Commission: Foreign relations 
Subject : Cease diplomatic, trade, and cultural relations with Red China 


Whereas the recent events in Tibet have again brought home to the conscious- 
ness of the civilized world the ruthlessness of the Chinese Communist goverp- 
ment who has massacred with tanks, planes, and artillery thousands of this tra- 
ditionally peace-loving, unarmed nation forcing their spiritual and temporal head 
to flee the country ; and 

Whereas this bloody act of repression deserves condemnation by all civilized 
peoples of the earth ; and 

Whereas this action by a power crazy and bloodthirsty minority against the 
vast majority of their own people constitutes a flagrant violation of every pre. 
cept of the Declaration of Human Rights adopted by the United Nations: Now, 
therefore, be it 

Resolved by the National Executive Committee of the American Legion in reg- 
ular meeting assembled in Indianapolis, Ind., on April 29—May 1, 1959, That we 
condemn these actions of the Chinese Communist government; and be it further 

Resolved That the President of the United States of America be petitioned to 
instruct our delegation before the United Nations to introduce at the next Gen- 
eral Assembly of this international organization a resolution condemning these 
actions of the Chinese Communist government and calling upon all civilized 
nations of the world to cease immediately all diplomatic, trade, and cultural 
relations with this government in protest against its monstrous treatment of 
both the Chinese and Tibetan peoples. 

Adopted April 30, 1959. 

RESOLUTION NO. 59 


Commission: Foreign relations 
Subject: Berlin crisis 

Whereas the Berlin crisis has brought into sharp focus the fact that the bru- 
talities and deceit of the U.S.S.R. have terrorized not only its neighbors but 
brought fear to many other nations of the world; and 

Whereas the Berlin crisis also emphasizes that we no longer can tolerate an 
approach to our foreign problems that leaves our friends and allies fearful of 
our will and strength to prevent further crises and losses to the free world ; and 

Whereas we note with interest and approval the President’s firm resolve that 
there shall be no compromise of our moral and contractual obligations ; and 

Whereas we submit that a positive position that is morally right cannot be polit- 
ically wrong: Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in regu- 
lar meeting assembled in Indianapolis, Ind., on April 29-May 1, 1959, That 
we fully support the President’s avowed will to keep West Berlin free and its 
corridors open at all hazards. 

Adopted April 30, 1959. 

RESOLUTION NO. 60 


Commission: Foreign relations 
Subject: Deputy Soviet Premier Anastas Mikoyan’s visit to United States pro- 
tested 


Whereas the presence in the United States of America of Anastas Mikoyan, 
Deputy Premier of the Soviet Union, and his favorable treatment by some leaders 
of this country, is a mockery of the principles for which this country stands and 
for which young men and women have freely given their services and their lives 
in time of war and peace; and 

Whereas the openly avowed purpose and intent of the Soviet Union is contrary 
to our fundamental principles of justice, freedom, and democracy ; and 

Whereas we are mindful of the fact that the Soviet Union and its philosophy 
of government and life has repeatedly warned that it intends to crush this coun- 
try as a part of its donation and destruction of free worlds: Now, therefore, be it 

Resolved, That we hereby express our protest against the favorable treatment 
by certain groups in the United States to Deputy Soviet Premier Anastas Mikoyan 
and any other admitted mortal enemies of the United States of America and of 
all the free world. 

Adopted April 30, 1959. 
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RESOLUTION NO. 61 


Commission: Foreign relations 
Subject : Prayer for restoring health to John Foster Dulles 

Whereas the American Legion notes with grief the continuing serious illness 
of former Secretary of State, Mr. John Foster Dulles; and 

Whereas the American Legion has long maintained that our leaders must 
meet the challenge of the Communist conspiracy with courage, fearlessness, and 
intelligence ; and 

Whereas Mr. Dulles has not only won the admiration of the American people 
for his sincere efforts to uphold the principles of international justice and good 
will, but he has demonstrated to all a triumph of courage and character; and 

Whereas we wish to join with our fellow countrymen in paying tribute to an 
outstanding American statesman who has distinguished himself in service to 
our great Republic: Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in 
regular meeting assembled in Indianapolis, Ind., on April 29-30-May 1, 1959, 
That it be our humble prayer that Almighty God in his infinite wisdom restore 
this dedicated man to his normal health and usefulness. 

Acopy of this resolution shall be forwarded to Mr. Dulles. 

Adopted April 30, 1959. 

RESOLUTION NO. 62 


Commission : Foreign relations 
Subject: Military strength be given consideration in formulating our foreign 
policy 

Whereas it is alarming to the American Legion that study and investigation 
continue to disclose losses to our interests and threaten the actual security of 
the people of the United States; and 

Whereas we are concerned that time lapses now are to the decided advantage 
of our enemy, and we believe that psychological and philosophical approaches 
to our security and the security of the free world must be subjugated to pro- 
grams for conservation of our resources and maintenance of adequate military 
defense and striking power : Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in reg- 
ular meeting assembled in Indianapolis, Ind., on April 29-30-—May 1, 1959, That 
our resources and military strength be given primary consideration in formu- 
lating our foreign policy. 

Adopted April 30, 1959. 

RESOLUTION NO. 63 


Commission: Foreign Relations 
Subject: Protection of United States citizens abroad 

Whereas from the beginning of our country, the United States has protected its 
citizens and their property abroad and have used military power in the protection 
of such rights; and 

Whereas we are disturbed about our Government’s failure in protecting Amer- 
icans abroad, for the past two decades ; and 

Whereas any weakness or compromise in the enforcement of such rights en- 
hances the position of the U.S.S.R. in world affairs: Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in 
regular meeting assembled in Indianapolis, Ind., on April 29-380—May 1, 1959, 
That our Government be more positive in dealing with foreign governments in 
protecting the lives and security of our citizens when absent from our own coun- 
try ; and be it further 

Resolved That the national legislative division be authorized and empowered 
to call this resolution to the attention of the Department of State. 

Adopted April 30, 1959. 

RESOLUTION NO. 64 


Commission: Foreign relations 
Subject: Continue military alliances with nations who resist spread of world 
Communism 
Whereas the pattern unfolding in the Middle and Far East and the satellite 
countries indicates our ineffectiveness in influencing the native minds of their 
populations, and our dealings with many of their governments have been unsatis- 
factory and even disastrous, and we conclude, additional time allowed these na- 
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tions, whose leaders profess no decision, neutrality, or nonalinement, is to the 
distinct advantage of the enemies of the free world: Now, therefore, be it 

Resolved by the National Executive Committee of the American Legion in regu- 
lar meeting assembled in Indianapolis, Ind., on April 29-80—May 1, 1959, That 
the United States continue to enter into military alliances with the nations of 
the world who demonstrate a willingness to resist the spread of world commn- 
nism, and we further recommended that the moneys appropriated by the Congress 
for the financing of such alliance be added to and made a part of, the annual 
military budget and that the economic foreign aid program, by its contemporary 
meaning, be phased out over a 2-year period, and that any future economic aid 
be directed to the implementation of our military policy against communism 
and that this policy be made continuous for so long as a demonstrated need 
exists. 

Adopted April 30, 1959. 








THE NATIONAL FEDERATION OF BUSINESS AND PROFESSIONAL 
WoOMEN’s CLuns, INC., 
Washington, D.C., April 16, 1959. 
From: Mrs. Ruby Poole, national legislation chairman. 
To: Members of the House Committee on Foreign Affairs and the Senate Com- 
mittee on Foreign Relations. 


STATEMENT ON THE MUTUAL SECURITY ACT OF 1959 


The National Federation of Business and Professional Women’s Clubs, Ine., 
organized in 3,355 clubs in the 49 States, Hawaii, the District of Columbia, and 
Puerto Rico, with a membership of almost 175,000 business and professional 
women, supports the Mutual Security Act of 1959. 

Through our national legislation platform, we are instructed to: “safeguard 
the security of the United States and the nations of the free world through im- 
proving mutual security programs, technical assistance, military aid, and mutual 
trade essential to the national economy and to the maintenance of peace, and 
through using all psychological means to secure and maintain freedom.” 

Our National Legislative Steering Committee has voted to support the Mutual 
Security Act of 1959. Our members believe that our mutual security program is 
as important as our Armed Forces to our national defense. We must continue 
to help other countries remain free, and through our program of medical re 
search, to wipe out diseases. The mutual security program is important to our 
prosperity as well as to our safety and for the growth of a free world. 

We urge favorable congressional action upon the Mutual Security Act of 1959, 





STATEMENT BY MR. PETER WEISS, VICE CHAIRMAN OF THE EXECUTIVE BOARD, 
AMERICAN COMMITTEE ON AFRICA, NEW YorK, N.Y. 


The American Committee on Africa, a nonpartisan organization composed of 
American citizens in all walks of life and counting among its national commit- 
tee many distinguished public figures, welcomes this opportunity to comment 
briefly on the mutual security program as it affects this country’s relations with 
Africa. 

The remarks below are based on the friendly contacts which officers and mem- 
bers of the committee have maintained with African leaders during the past 6 
years and on firsthand knowledge and observation of the problems of the African 
continent. The point of departure of the committee’s approach to this problem 
is that the welfare and security of America demand that aid to Africa be con- 
ducted over the next several years on a rising scale. The committee, however, 
believes that the economic, political, and social problems of Africa are essentially 
no different from those of other underdeveloped areas in Asia and Latin America, 
and that the healthy growth of Africa is inseparable from a worldwide effort to 
enable two-thirds of the earth’s people to break out of the vicious circle of poverty 
and join the lucky and privileged few, to whom we Americans belong, in achiev- 
ing a standard of life commensurate with their dignity as human beings. In 
holding this belief, the committee states—without comment, because comment has 


been furnished by others more qualified—its adherence to the following proposi- 
tions: 
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1. The gap between haves and have-nots, rich lands and poor lands, or, in the 
neutral jargon of the economists, developed and underdeveloped countries, is 
growing wider rather than narrower. 

2. The infusion of outside capital into the economies of the underdeveloped 
countries is a sine qua non of development. The present rate of such infusion 
is inadequate to enable the economies of the underdeveloped countries to do 
more than keep up with their population rise. 

8. Although private capital has an enormously useful role to play, it is not 
now meeting the needs of the underdeveloped countries nor will it do so in the 
foreseeable future, no matter how attractive an investment climate is created. 

4. If public capital from the United States and its allies does not fill the gap, 
the underdeveloped countries will be impelled either to turn for help else- 
where, or to force the pace of domestic saving at the expense of democracy or 


oth. 

5. Although Europe will be able to bear an increasing share of the public 
capital contribution to underdeveloped countries, the United States will have 
to continue to bear the lion’s share, because it can best afford to do so. 

Having said this much, and having, up to this point, duplicated some of the 
testimony already given at these hearings, the committee would now like to 
make a Dumber of points, which, because of their special relevance to Africa, 
it feels particularly qualified to make. They have to do with (1) the relation- 
ship between political and economic developments in Africa, (2) the role of the 
metropolitan powers, (3) Africa’s capacity to absorb economic assistance, (4) 
the undesirability of aiding certain areas in Africa, and (5) our special re- 
sponsibility for aiding certain other areas. 

(1) On the first point, it must be borne in mind that Africa is the last great 
area of colonial liberation. Since 1950, six countries with a total population of 
30 million have become independent ; next year four more countries with a popu- 
lation of 40 million, almost one-fifth of Africa’s total, are slated for independ- 
ence. Whenever the ties of colonial bondage are cut, so, invariably, are some 
of the economic lifelines. While aid from the colonial power to the colony does 
not usually cease completely with the coming of independence, there is always 
a marked decrease in its volume. This is due sometimes to the hurt feelings of 
the former “mother country,” but, more frequently, to its natural desire to 
divert its resources into those colonial areas over which it retains control . As 
Dr. Arnold Rivkin, director of the African economic and political development 
project at the Center for International Studies, Massachusetts Institute of 
Technology, has pointed out: “At the very time independence is achieved and 
economic development becomes a primary concern of the indigenous authorities, 
the important capital, technical assistance, and personnel flows from the 
metropole are placed in jeopardy.” * 

Great political harm can come from our failure to be prepared for these con- 
tingencies. For example, when Guinea chose independence from France last 
September, our country was the first to which it turned for assistance in filling 
the void left by the sudden withdrawal of French arms, personnel, and equip- 
ment. We failed to respond, and other countries, more flexible in their foreign 
operations, notably Czechoslovakia, heeded an appeal not even addressed to 
them. As a result, we lost, at least temporarily, an opportunity to cement ties 
of friendship with an important new country and the world was left with the 
erroneous impression that Guinea was turning away from the West. Will the 
same thing happen next year when Nigeria, Togoland, the Cameroons, and 
Somalia become independent? 

(2) It may be argued that the United States should not be required to pick 
up the tab for independence. There are two answers to this: One is that the 
amount of capital invested by certain European powers in their dependent ter- 
ritories is probably larger than is generally realized in this country. Thus, ac- 
cording to the United Nations Statistical Yearbook for 1958, France’s aid to 
underdeveloped countries during the period 1954 to 1957 came to 2.6 billion 
dollars, or approximately 1.7 percent of its average national income, as com- 
pared with 0.38 percent for the United States, and her total contribution to 
underdeveloped areas during the last decade is estimated at 6 billion dollars. 
Similar, although not quite such impressive figures, could be cited for Great 
Britain and Belgium. 





1“A Proposal for Africa,” Africa special report, September 1958. 
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The second answer is that it is quite true that the United States should not 
be expected by itself to bear the cost of the liberation of Africa’s colonies ang 
should see to it that any contribution it makes to the development of these areag 
is matched by Europe in proportion to Europe’s financial capability. It may 
well be that channeling more of this aid through the United Nations and other 
multilateral agencies would result in larger participation by other countries, 
In this connection, the relationship between the European Common Market 
Organization and the African dependencies and ex-dependencies of its members 
will bear watching. 

(3) It is sometimes said that Africa’s ability to absorb outside capital and 
technical assistance is severely limited by its present level of development, 
There is some truth in this, for the last decade or 15 years of relatively en- 
lightened colonial rule have not offset the effect of the preceding centuries of 
enforced ignorance and compulsory orientation of the colonial economies toward 
export crops at the expense of local industry. Nevertheless, Africa can and 
must find ways to utilize productively much larger quantities of foreign as. 
sistance than it is now receiving. It is an economic necessity if Africa’s ex- 
cessive dependence on the production of raw materials, with their wildly flue. 
tuating world prices, is to be broken. 

It is also a political necessity. In the words of Prime Minister Nkrumah of 
Ghana: “The leaders of the new Africa have no alternative but to look for out- 
side assistance. The hopes and ambitions of their peoples have been planted 
and brought to maturity by the impact of Western civilization. The West has. 
set the pattern of our hopes, and by entering Africa in strength it has forced 
the pattern upon us. Now comes our response. We cannot tell our peoples 
that material benefits and growth and modern progress are not for them. If we 
do, they will throw us out and seek other leaders. And they will abandon us, 
too, if we do not in reasonable measure respond to their hopes. Therefore we 
have no choice. Africa has no choice.” ? 

A measure of the extent to which economic growth is possible in Africa is 
that, as a result of energetic national leadership and an effective program of 
governmental assistance, mostly from the United States, coupled with a policy 
of encouragement to private investment, the national income of Liberia has risen 
from $1 million in 1944 to $20 million last year and is expected to double again 
in the next 5 or 6 years. 

(4) There are areas of Africa where the expenditure of American aid raises 
political problems unlike those facing the mutual security program in Asia, but 
not unlike those presented by the operation of the program in certain Latin 
American countries. These problems arise from the giving of American aid 
to governments which are representative of a small fraction and oppressive of 
the large majority of the people in their countries. 

In the opinion of the American Committee on Africa, the Union of South 
Africa, the Portuguese colonies of Angola and Mozambique, and, to a lesser 
extent, the Central African Federation, fall into this category, and the exten- 
sion of American aid to such areas, through the Export-Import Bank and 
various programs of raw materials purchasing and stockpiling, raises grave 
questions of political wisdom and moral rightness, Any amounts appropriated 
to, spent in, or loaned to countries which pursue an open policy ef racial 
discrimination are bound to create ill feeling toward the United States among 
their disenfranchised nonwhite populations, as well as in other African coun- 
tries. It may not be inappropriate to establish legislative safeguards against 
the expenditure of mutual security funds in such areas, 

(5) If there are areas in Africa to which American aid should not go at all, 
there are others which have a special claim on such aid. These are Liberia, 
which, having been created by America in 1847, was neglected by it for almost 
a century thereafter; Libya, which was guided to independence after World 
War II by the United Nations, in which our country plays such an important 
role; and the United Nations trust territories of Togoland, the Cameroons, 
Tanganyika, Ruanda-Urundi, and Somalia in which, again, the United States 
should have a special interest because of their special relationship to the 
United Nations. The faith which the people of these trust territories have 
in the United Nations is self-evident to anyone who has ever heard a petitioner 
from a trust area present his case to the U.N.’s Fourth Committee. As the most 
powerful single member of the United Nations, the United States is expected 


2“African Prospect,” Foreign Affairs, October 1958. 
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to live up to that faith and should add to the political responsibility which it 


has already assumed for these areas, a responsibility on the economic plane, both 
pefore and after their independence. 

In conclusion, a word about the readiness of the American people to pay 
for an increased amount of foreign aid. The American Committee on Africa 
has, in the last 2 years, received voluntary contributions totaling approximately 
$150,000, mostly in small amounts, from nearly 10,000 individuals, and has just 
had an opportunity to observe the warmth and enthusiasm with which one 
of Africa’s outstanding political leaders, Tom Mboya, of Kenya, was received 
throughout the length and breadth of this country during a 5-week lecture 
tour sponsored by the Committee. Judging from its own experience, therefore, 
the Committee believes that the American people, with their usual good sense, 
will put up the money for any program that is right and useful and necessary, 
provided they are satisfied that it is all of these things. 


STATEMENT BY BERNARD WEITZER, NATIONAL LEGISLATIVE DIRECTOR, JEWISH WaR 
VETERANS OF THE UNITED STATES OF AMERICA 


On behalf of the Jewish War Veterans of the United States of America it is 
my pleasure to express appreciation for this opportunity to present, once again, 
the views of our organization in favor of the mutual security program which 
you are considering. For more than 10 years our organization’s support for 
foreign aid has regularly been affirmed and reaffirmed at our national conven- 
tions. The resolution unanimously approved at our recent national convention 
held in Los Angeles last August 1958 is attached to this statement, and I respect- 
fully request that it be included in the printed record of your hearings. 

Your committee has had from the representatives of the State Department 
and other Government officials a detailed presentation of the President’s proposal 
for the fiscal 1960 mutual security program. In accordance with the attached 
resolution, I strongly support that proposal, but I feel that the dollar amounts 
suggested should be greatly increased for both the military assistance and eco- 
nomic aid phases. The President should have greater latitude, up to 30 percent, 
in transferring funds from military aid to economic aid. As the Under Secre- 
tary of State stated, “I should like to emphasize my opinion that this is a mini- 
mum program. In fact, a stronger case can be made for increasing than for 
decreasing it.” 

As a veterans’ organization we naturally have a great interest in preserving 
our national security. We recognize that our national security depends upon 
economic strength as well as military strength. It is equally true that this 
combination of economic strength and military strength applies equally to our 
allies in the free world. The military assistance and the defense support which 
the mutual security program provides for them adds to our national security, 
as the President has said, several times the strength which an equal amount 
of dollars spent in our country would furnish. 

Thus, for about 4 percent of our national defense budget for military assist- 
ance and about 2 percent of our national defense budget for defense support, 
‘We greatly increase the deterrents against aggression and the possibility of a 
world war. 

However, it is clear now, as never before, that urgent as it has been and con- 
tinues to be to maintain a military shield, it is equally urgent that we face up 
to, with vigor and in magnitude, the economic development problems of the 
underdeveloped and undeveloped nations of the world. In these nations, many 
of which only recently became self-governing, there are hundreds of millions of 
people where the average per capita production is less than $100 per year. Their 
lives have been marked for long years with the deep misery which flows from 
poverty, ignorance, hunger, and disease. Proud of their new nationhood, they 
expect relief from their despair which has persisted through many generations. 
Without help from the free nations of the world, among which they recognize 
the United States as the leader, these people will not see fulfillment of their 
hopes and expectations. They lack know-how in government, in agriculture, 
and in production generally. Likewise, they lack capital, and their low per 
capita income precludes any substantial savings from their already low con- 
sumption which could form the capital funds needed for increased production. 

Your committee and the Congress have, during the past 10 years, taken import- 
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ant steps to make possible the measures which helped significantly, to restore and 
rehabilitate the economy of the major countries in Europe. Through your action, 
the point 4 program was translated from an idea presented by President Truman, 
into a working force that has measurably transmitted American know-how to 
scores of nations. This has saved millions of lives, eliminated in some areas and 
cut down in others debilitating diseases such as malaria. This enabled millions 
of workers to work steadily and productively rather than fitfully and waste. 
fully. Likewise, you have authorized billions of dollars in grants and loans 
which have furthered economic strength and increased production in many 
lands, too numerous to mention. Public Law 480 has permitted us to distribute 
substantial amounts of our surplus agricultural commodities to relieve hunger 
and need. Your committee has also initiated the authorization of funds to pay 
our share of the United Nations expanded technical assistance program and for 
the United Nations special project fund. Finally, you have put into being the 
Development Loan Fund. 

In effect, you have created an enormous investment portfolio which has paid off 
handsomely in a field which presented and continues to present the most compli- 
cated problems the world has ever seen. These complications have been aggra- 
vated by the cruel, relentless pressures of the Communist tyranny of the Kremlin, 
to carry its imperialism to all corners of the earth. At the same time, the 
urgency for continuing and expanding this investment portfolio becomes more 
pressing due to the realization of millions of people that the misery and poverty 
which they have long endured can be sooner ended when they are helped to help 
themselves. 

It is a key American tradition to help people help themselves. This is no 
time to slow down in the practice of that tradition. It will help us morally and 
materially to implement that tradition more vigorously than ever before. To 
achieve that end more effectively and more economically, the mutual security 
program should cease to be a year to year program and become at least a 5-year 
program with the Development Loan Fund increased to $1% billion per annum, 
The point 4 program must be stepped up and we must stimulate, in every way 
possible, the growth of the United Nations expanded technical assistance program, 
We must develop additional techniques to use Public Law 480 more effectively 
and more extensively. 

Based on the experience of the past 10 years, it is clear that we can get results 
which justify the expenditures that the world situation requires. With a long- 
term and expanded program in effect, we can help to create improvements in the 
living conditions of the underdeveloped nations, which will bring certain hope 
to their peoples and thus check Communist subversion by either political or 
economic means. 

Your committee has the facts which will guide your deliberations in formulat- 
ing this essential expanded program. Such a program will pay off in bringing 
us closer to peace and national security. This is a responsibility which will 
justify your uttermost favorable effort. 


EXPANSION OF U.S. PROGRAM OF MUTUAL SECURITY AND TECHNICAL AID 


Whereas the free nations of the world are engaged in a global struggle against 
the onslaught of world communism which seeks to gain world control through 
both overt and indirect aggression, through economic penetration, and devious 
propaganda attacks; and 

Whereas we deem it the responsibility of the United States as a leader among 
the free nations of the world to organize resistance against Communist designs 
to subvert the free world ; and 

Whereas in this cold war struggle, the United States has the obligation to 
mobilize its moral and physical strength to help enable the free world to with- 
stand the subversive and infiltrating activities of the Communists and frustrate 
the Communist intent to dominate the world; and 

Whereas the programs for mutual security and technical assistance have 
demonstrated their value by blocking the Communist effort in many directions 
but are now of insufficient size and scope, particularly in the light of the Soviet’s 
program of economic aid, trade penetration, and arms supplies, all of which are 
reflected in depressed economic conditions among the peoples of the have-not 
nations, by the drift toward “neutralism” of the many uncommitted nations, and 
by the hostility expressed by the Latin American people on the recent trips to 
that area by Vice President Nixon, Dr. Milton Eisenhower, and Secretary of 
State Dulles; and 
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Whereas many nations of the free world are not linked to the United States 
through regional pacts; and 

Whereas the United States has no effective plan whereby the nations who 
are members of regional pacts are encouraged to develop mutual security and 
technical assistance programs among themselves: Now, therefore, be it 

Resolved, That the Jewish War Veterans of the United States assembled in 
63d Annual National Convention in Los Angeles, Calif., August 3-10, 1958, hereby 
request the President and the Congress of the United States to reexamine the 
policy with regard to mutual security, economic aid and technical assistance and 
adopt the following recommendations for expanding programs: 

1. The United States should reaffirm its wholehearted support of the mutual 
security program as the most effective expenditure which our country can make 
in its own national defense and for the security of the free nations of the world. 

2. The United States should make every effort to expand, especially through 
the Development Loan Fund, its economic aid to those nations with whom it 
has entered into mutual security pacts, in order to raise the standard of living 
in these countries, as well as to the underdeveloped countries. 

8. The United States should encourage the nations of the free world to de- 
velop mutual security and technical assistance programs among themselves 
for their common good. 

4. The United States should encourage new regional pacts among the un- 
committed nations of the world in an effort to help insure their national defense 
and to improve the economic conditions within these countries. 

5. The United States should expand its technical assistance programs for 
underdeveloped countries through the bilateral technical assistance program 
(point 4) and through the United Nations technical assistance programs, as 
evidence that the American people are devoted to the cause of elevating the 
standard of living for the peoples within these countries. In so doing, the 
United States can best reaffirm its desire to help those nations which seek to 
implement their economic development, but wish to refrain from entering into 
military commitments. 


STATEMENT OF IRIS GABRIEL, WASHINGTON, D.C. 


I am Iris Gabriel, founder of the Silent Guest Foundation, a philanthropic 
organization which fed thousands of war orphans after the war in 1947-49, 
through the simple technique of asking each American family to place an extra 
plate symbolically at their feast table on Thanksgiving Day for a hungry child, 
or to entertain a silent guest, and send a contribution to the silent guest fund. 
This plan was sponsored by the 48 Governors and included in the Thanksgiving 
proclamations. 

CARE became beneficiary and this idea enabled them for the first time to 
give CARE packages away in large numbers to children’s homes, hospitals and 
old folks’ homes. Letters poured in from all over Europe, even from behind 
the Iron Curtain countries, saying, in effect, “We don’t know who the person 
is in America who wishes to remain anonymous that sent us a silent guest CARE 
package, but if this is the spirit of America, God Bless America. 

Gov. Robert F. Bradford of Massachusetts, a direct descendant of the 
first Governor of Massachusetts, William Bradford, who issued the first Thanks- 
giving proclamation in 1623, was our Governors’ chairman the first year, and 
Gov. James H. Duff of Pennsylvania was chairman the second year. Mr. Basil 
Harris, chairman of the board of the U.S. Line, was also chairman of our board 
and underwrote the total cost of the campaign so that every penny collected 
could go to the children. A few of the Governors who so ably served on our 
committee are now in Washington: Chief Justice Earl Warren from California ; 
Senator Frank Carlson of Kansas; Judge Luther W. Youngdahl from Minnesota 
and Senator John A. Pastore from Rhode Island. Other distinguished members 
of our committee were: Ex-President Herbert Hoover, Mrs. Eleanor Roose- 
velt, His Eminence Francis Cardinal Spellman, Mr. Thomas J. Watson, Sr., Mr. 
Eric Johnston, Mr. Spyros P. Skouras, and many others. 

I am honored to be asked to submit to this committee my suggestions which 
I hope will be a contribution toward changing our psychology of giving as 
well as changing also the climate of opinion of the recipients. 

My experience has grown out of observation during travels in the Middle 
East, Europe, including two Iron Curtain countries, Czechoslovakia and Poland. 
I was in Czechoslovakia during the coup d’ etat and am the last known American 
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to have spoken to Jan Masaryk the day before he was killed by the Communists, 
In Poland, I was insulted by a top Communist official, who challenged me to go 
back to Georgia, U.S.A., where I was born and wash my own dirty linen. All 
of this was due to the fact that he did not want to sponsor a press conference 
which would inform the Polish people that an American woman was in their 
midst who had been responsible for helping feed their war orphans. 

This same year, 1948, while a guest of Count Folke Bernadotte’s in Sweden, 
I heard from him the warning that unless America changed its foreign policy 
with reference to the psychology of giving, that we would end up within 5 
years one of the most hated, if not the most hated, nation in the world. This 
was on the eve of terminating lend-lease, before the Marshall plan began. 

“How would you like it,” he challenged me, “if I gave you a gift every day 
in the year and all you could do was to receive it?” Before I could answer him, 
he continued, ‘When Jesus said, ‘It is more blessed to give than to receive’, He 
did not mean that giving should be a one-way street. You must learn in America 
to let the law of reciprocity work, also to help ‘save face’ for those whom you 
would help, or else one day they will transfer their guilt to you and then, woe 
betide you.” Later as I stood on the spot where he was assassinated in Jeru- 
salem I realized he was a prophet and a martyr. 

Another prophet of our time, Mr. Arnold Toynbee, the historian, has said 
in effect that we of this era will be remembered 500 years from now for having 
rendered social service to the world at large—of becoming our brother’s helper— 
not keeper. This gives us our clue for survival inasmuch as he did not include 
our vast progress on a scientific and technological level. The road signs are 
clearly writen for those who run and read. Civilization is at the crossroads 
where there are no choices left except total peace or total destruction, or more 
simply, love or perish. 

It has been said, ‘‘He who bears the honor, must also bear the cross.” And 
this is our position in world leadership today. There is no turning back. Two 
hundred and thirty million children starved to death the world over during this 
last war, and 25,000 were stolen from their mothers arms in Greece and taken 
behind the Iron Curtain. We tolerated all this. 

Mr. Thomas Watson, Sr., of International Business Machines said to me 
shortly before his death, “Your plan would put America back on the sound 
footing it had during its great days. When I was a boy, I had a pair of shoes 
for Sunday and an acre of ground which I gave to the Lord. We believed 
in tithing then, but today we don’t know our Sunday shoes from our Monday 
shoes. If America would take full moral and economic responsibility for the 
underprivileged children of this world on a health and educational level that 
would be the card we could play that the Russians could never trump.” 

It pleased me to hear a man of his wisdom approve of my simple plan. Many 
others including the late Pope Pius saw within the technique of the Silent 
Guest at feast days a catlyst which could bind all races, cultures and religions 
in a common goal. Each could use their most favorite feast day or adopt our 
Thanksgiving Day. In several South American countries they have already 
adopted Thanksgiving, which includes Canada also. This might be feasible in 
the Christian world, as our campaign usually ran from Thanksgiving through 
Christians. However, it is most important to stress the need of using the feast 
days which the unlettered masses know and respect in each country, which 
would allow participation and identification on all levels, even though it might 
be pennies from schoolchildren, the widow’s mite, or the millions of the rich. 
A real people-to-people program. 

While living in Jerusalem, I became aware for the first time that this city 
was holy to three religions, all which had important feast days: Christmas 
and Easter of the Christians, Passover of the Jews and Ramadan of the Moslems. 
This holy city now separated by no man’s land, strife and hatred, offered the 
most dramatic stage for this drama of the brotherhood of man to begin—for 
the need was also there—thousands of homeless, sick, displaced people. 

It seemed paradoxical to me that the birthplace of the Master Jesus, He 
who was the master of paradoxes and the greatest of all men, who through the 
technique of the parable taught us the need for mutual participation and identi- 
fication in our human relationships, should now be the center of hatred and 
strife. Over 2,000 years ago He had given us a design for living—yet here at 
His birthplace, these many years later, little children were begging at midnight 
mass, barefooted, hungry, and homeless on His Birthday. The impact was too 
much for me and I wept most of the night. I was comforted little by the 
mother superior in the Garden of Gethsemane Nunnery where I was a guest 
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when she pointed out of my window to the traditional rock where Jesus prayed 
and wept. Out of this sorrow came the inspired plan which I now propose to 
my Government with humility for your serious consideration, and I trust, 
adoption. 

On Mount Scopus is the famous Hadassah Hospital and Hebrew University 
which is on the Jordanian side of Jerusalem. These buildings have now been 
replaced by the Jews in the new city of Jersusalem, as well as the constant use 
of all schools and hospitals which the Arabs left behind, yet the Arabs have 
not been allowed to use these buildings on Mount Scopus which they need. 

Benjamin Franklin said, “Stick to principles and the knots will untie them- 
selves.” There is a principle of morality involved here which is as important 
as life itself—and the common denominator which could bind those now sepa- 
rated, the Arabs and Jews, are the needy children. 

I therefore propose that these buildings on Mount Scopus be converted into 
an international children’s hospital and school; that branches of this hospital 
and school fan out over the Middle East and India; that volunteer corps of 
doctors, nurses, and teachers (preferably retired) be teamed with graduate 
doctors, nurses, and teachers, recruited from the Western World and the host 
governments; that these teams be given an adequate budget and equipment to 
work with, as quickly as a pilot project could be managed by the nationals of 
each country, the experts pull out and start another project in an area of need. 
In other words Medico’s pilot projects increased until we had an army of Albert 
Schweitzers in action. If this action is not within the scope of this committee, 
perhaps it could be the means of sparking in the United Nations. 

I propose that substantial funds residing in all countries under the Public 
Law 480 bill be channeled in a health and educational program of this kind. 
These youth are our future leaders and our actions today will determine their 
friendship and attitudes tomorrow. To insure the perpetuation of these insti- 
tutions after said funds are expended for hospitals and schools, the technique 
of the Silent Guest at all feast days in a joint participation on the part of all 
host governments, would be the only strings, if you can call a benevolent state 
of mind strings. This technique supplies the missing factor which caused 
people-to-people movement to bog down. 

Under this plan we must expand the exchange scholarship program to allow 
for rapid training of more doctors, nurses, and teachers amongst nationals of 
host governments, as well as the opportunity afforded our students to do re- 
search on the many diseases of this area not familiar to us here. I propose 
that President Eisenhower issue a new Emancipation Proclamation which would 
include all mankind: that he do for the Silent Guest plan what Mr. Lincoln 
did when he made Thanksgiving the first legal feast day in world history, 
thereby perpetuating the plan to safeguard the perpetuation of same. The same 
safety measures should be enforced in each State with regard to governor’s 
proclamations. 

I would propose that we revise and dramatize for all Americans a rite which 
many descendants of the Mayflowerites still participate in; the solemn rite of 
silently eating a few kernels of parched corn just before the Thanksgiving feast 
begins to remind them of the starving time of the Pilgrim Fathers. This would 
remind us and the world that we, too, once were hungry and poor, that big 
rich America which now bears the heavy burden of helping so many nations 
far older than we, started from very humble beginnings a little over 300 years 


The overall results of this proposal if adopted would accomplish many things 
which I think are obvious in the foregoing pages, but I would like to take the 
opportunity of reminding this distinguished committee that four-fifths of the 
world population cannot read or write, has never slept in a bed or worn a pair 
of shoes and goes to bed hungry at night, having eaten one scant meal per day. 
Those of us who enjoy the privileges of living on the human level comprise 
a fifth of the world’s masses, and those of us who might have automobiles, 
Frigidaires and television sets are a much less minority—a very privileged 
minority. 

It is obvious that the sickness of the world is not communism, but those who 
live on a subhuman level are demanding to join the human race and live as 
God meant them to live. Through communications and transportation these 
masses have been exposed to us and observed our way of life, and they want 
to come out of their hovels of despair, disease and ignorance and become a 
whole man. It is our duty and destiny to not fail him in this search. Over 
800 years ago an English philosopher once said, “If every man would but mend 
& man, the world would all be mended.” 
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ee  taiecccieattbeonestaeien 2, 11, 19, 115, 206, 209, 228, 358-359, 367, 383-385, mo 1054 
4, 188, 250, 320, 323- 324, 357, 483, 581, 921, 930, 1054, 1292 
icici osetia akan yen co ites ci le i aha i re ik ns a to eee ame a 25, 48, 445 
Turkey 47, 174, 227-228, 265-267, 486, 579-582, 587, 595, 636, 736-737, 848-849 
‘Underdeveloped areas, needs of (see also regions and countries) 174-180, 
965, 1006-1007, 1012, 1025, 1078-1079, 1098-1099, 1116, 1159, 
1161, 1192-1194, 1250-1254. 
Unexpended and unobligated balances. (See Military assistance.) 
Union of Soviet Socialist Republics. (See Communism.) 
United Arab Republic 195, 578-579, 601, 633, 918-919 
United Kingdom 158, 174, 
229, 278, 281-282, 289-291, 578-580, 597, 601-602, 606-607, 645 
COE. NI cies cence en nasal eesiense opti era eibinnacdiPan dition Deans ttpacd th hes wll 336-351, 
582, 614, 628-652, 1063, 1075-1080, 1086, 1102, 1112, 1115, 1119 
1120, 1124, 1129, 1135-1136, 1142, 1154-1157. 
Children’s Fund 341-345, 1063, 1077, 1086, 1154~-1157 
Emergency Force 336-341, 582 
Relief and Works Agency for Palestine Refugees (UNRWA) (see also 
Palestine refugees) ; 
Special Fund f 
891, 1075-1076, 1102, 1112, 1115, 1119-1120, 1124, 1129, 
1135-11: 36, 1142. 
Technical assistance 


5-351, 

1063, 1075-1076, 1080, 1124, 1129, 1142, 1160, 1168 
tg el eee AE Aa TE TIGL IS LET IO ETE = 844-845 
Uruguay 536 
San EN neers ee Ae SE IE NS TITS 257, 536, 1024-1025 
Vietnam 11, 13, 
18, 228, 357, 359-362, 366, 379, 390, 491-493, 508, 702, 715, 826-831, 1208 

579 


3, 270, 275, 277, 305-306, 820, 1059 








